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THE  SAFE  BANKING  ACT  OF  1977 


TUESDAY,  SEPTEMBER  6,  1977 

House  of  Representatives, 
subcoboottee  on  financial  institutions 
Supervision,  Regulation  and  Insurance  of  the 

COBfMnTEE  ON  BANKING,  FINANCE  AND  UrBAN  AfTAIRS, 

Washington,  B.C. 
AFTERNOON  SESSION  (8:05  P.M.) 

Chairman  St  Germain.  The  subcommittee  will  be  in  order. 

I  will  ask  tiie  witnesses  to  take  the  witness  stand. 

The  following  is  an  excerpt  coming  from  a  banking  study  done  by 
the  Federal  R^rve  Board  staff  back  in  1941  since  we  are  talking 
about  examinations.  I  think  it  applies  today. 

Examinations  are  conducted  in  the  interest  of  (1)  the  public,  because  a  sound 
tiiiwiring  system  is  essential  to  the  national  economy  and  sound  banks  make  a  sound 
tiiiwiring  qnrtem;  (2)  tiie  individual  depositor,  the  safety  of  whose  money  depends  on 
the  character  of  the  assets  in  which  the  bank's  funds  are  invested  and  the  way  in 
which  they  are  administered;  (3)  the  stockholder,  who  invests  in  the  banking  busi- 
ness in  the  hope  that  his  money  will  bring  a  return  as  a  result  of  successful  banking 
operations  ana  will  not  have  to  be  used  to  absorb  losses. 

I  might  parenthetically  state  that  applies  to  minority  stockhold- 
ers. 

(4)  The  directors,  who  accept  grave  responsibility  for  the  direction  and  supervi- 
sion of  the  affairs  of  the  bank  and  to  whom  the  examiner's  report  gives  an  indepen- 
dent view  of  its  condition;  and  (5)  the  officers  and  operating  personnel,  who  msf 
find  the  examiner's  observations  helpful  in  the  performance  of  their  duties.  Exami- 
nations also  serve  to  protect  good  banks  from  the  competition  of  banks  that  without 
the  restraint  of  examination  might  be  improperly  operated  and  from  the  effects  of 
flEulure  of  such  institutions. 

I  read  that  because  of  some  of  the  observations  made  earlier 
today.  That  is  why  we  are  conducting  these  hearings  and  that  is 
why  we  are  interested,  because  of  the  importance  of  the  examina- 
tion and  supervision  of  our  banks. 

TESTIMONY  OF  KING  CLEVELAND,  DIRECTOR,  NATIONAL  BANK 
OF  GEORGIA,  ATLANTA,  GA.;  JOHN  E.  DAVIS,  PRESIDENT, 
CALHOUN  FIRST  NATIONAL  BANK,  CALHOUN,  GA.;  AND 
ROBERT  GUYTON,  PRESIDENT,  NATIONAL  BANK  OF  GEORGIA, 
ATLANTA,  GA. 

Chairman  St  Gerbcain.  Mr.  Guyton,  I  see  you  have  an  opening 
statement  which,  without  objection,  will  be  inserted  into  the  record 
at  this  point. 

[The  opening  statement  of  Mr.  Guyton  follows:] 
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Opknino  Statebisnt  op  Robkrt  p.  Guyton,  Prkidbnt,  National  Bank  op 

Gboboia 

Mr.  Chairman  and  Members  op  the  SuBOOMMrrrEE:  It  may  be  helpful  for  me  to 
make  a  brief  opening  statement  as  to  who  I  am,  my  experience,  background,  and 
present  capacity. 

My  name  is  Robert  P.  Guyton  and  I  have  been  President  and  Chief  Executive 
Officer  of  The  National  Bank  of  Georgia  since  May  1, 1977. 

My  h^wiring  experience  befi^  in  1960  when  I  jomed  the  Deposit  Guaran^  Nation- 
al Bank  of  Jeuckaon,  Mississippi  This  bank  is  the  largest  nnancial  institution  in 
Mississippi  with  current  assets  in  excess  of  $1  billion.  It  has  branch  offices  through- 
out the  central  part  df  Mississippi 

In  August,  19r^l,  I  became  msident  and  Chief  Operating  Officer  of  The  National 
Bank  df  Geoigia,  in  Atlanta.  I  remained  with  the  bank  until  October,  1974,  when  I 
returned  to  lifisedssippi  to  become  President  and  Chief  Operating  Officer  of  the  First 
Miflsissipm  National  Bank.  This  bank  has  $250  million  in  assets  and  twenty-six 
branch  offices  throughout  central  and  southern  Mississippi. 

Four  months  ago,  on  Mav  1,  1977,  I  rained  The  National  Bank  of  Georgia  in 
Atlanta  as  Ih!esidtent  and  Chief  Executive  Officer.  NBG  is  the  5th  laigest  bank  in 
Atlanta  and  in  Georgia  and  has  total  assets  of  approximately  $400  million.  It 
operates  through  twenty-six  branch  offices  located  in  two  counties  in  the  Atlanta 
Metropolitan  Area. 

Dunng  most  of  my  present  tenure  with  The  National  Bank  of  Geoigia,  a  consider- 
able amount  of  our  time  has  been  occupied  with  the  publicity  surrounding  Mr.  Bert 
Lance  and  the  investigation  by  the  Comptroller  of  the  Currency.  We  have  also  been 
besieged  bv  reporters  from  the  broadcasting  and* print  media.  We  have  tried  dUi- 
gentJ^  to  be  accessible  to  the  press  and  open  in  our  comments,  but  have  been 
determined  to  protect  the  confidentiality  of  our  customers  and  banking  relation- 
ships. Admitteol^,  it  has  been  difficult  in  this  environment  to  devote  much  time  to 
the  banking  busmess;  however,  we  have  tried  our  best  to  do  so  while  also  cooperat- 
ing fully  with  all  concerned  and  providing  information  on  a  timely  basis  when 
requested  by  the  ComptroUer  of  the  Currency. 

With  the  understanding  as  expressed  to  me  in  correspondence  with  Chairman  St 
Germain,  that  these  heanngs  are  proliminary  to  legislation  to  improve  the  hanking 
codes  and  bank  regulation,  I  will  endeavor  to  assist  the  Subcommittee  in  its  delib- 
erations on  the  poucies,  procedures,  and  practices  of  our  bank,  and  the  relationship 
it  has  had  with  the  Comptroller.  I  will  be  pleased  to  cooperate  with  you  in  this 
spirit  and  will  be  pleased  to  answer  your  questions  as  completely  as  my  knowledge 
will  allow  and  in  conformity  with  the  bank  s  need  to  maintain  the  confidentiality  of 
its  banking  relationships. 

Chairman  St  Germain.  Mr.  Qeveland,  if  you  would  tell  us  in 
your  own  words  about  the  advantages  of  services  gained  by  estab- 
lishing a  correspondent  account  for  a  check  clearing,  portfolios, 
counseling,  et  cetera,  and  if  this  service  is  desired  in  another  city 
like  Chicago  or  New  York,  what  dollars  do  vou  feel  you  would  need 
to  maintain  for  example  a  $50,000  account  1,500  miles  away? 

Mr.  Cleveland.  The  services  provided  in  a  typical  relationship 
vary  from  bank  to  bank.  If  you  are  talking  about  a  primarv  corre- 
sponding relationship  in  one  of  the  migor  eastern  cities  such  as  we 
maintain  in  Chicago  and  New  York,  it  normally  would  involve 
check  cle€uing;  it  would  involve  assistance  in  foreign  exchan^ 
matters;  it  would  involve  assistance  in  loan  evaluation,  loan  credit; 
it  would  involye  assistance  in  the  fields  of  international  banking 
and  foreign  exchange,  in  credits.  It  could  vary  in  scope  from  a 
modest  relationship  to  a  very  large  and  very  continuing  type  of 
detailed  paper  transaction. 

Chairman  St  Germain.  Now,  how  do  you  basically  determine 
how  much  correspondent  balance  you  will  maintain  in  a  large 
eastern  bank,  say  New  York  or  Chicago,  in  order  to  obtain  these 
services? 

Mr.  Cleveland.  The  correspondent  bank  which  is  providing 
those  services  has  a  very  complicated  fee  schedule  in  which  they 
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set  out  their  basic  charges  for  each  service  performed.  They  set  this 
as  their  base  fee  arrangement.  They  tell  us  basically  how  much 
free  balance,  net  collected  balance,  is  required,  to  pay  for  those 
services. 

Chairman  St  Gerbcain.  Now,  let  us  say  for  your  particular  bank 
over  the  past  3  vears  that  you  wanted  a  correspondent  relationship 
where  tiiey  perform  the  check  clearance  services,  give  you  counsel- 
ing in  foreign  investments  and  conduct  some  seminars  for  your 
staff  on  money  management. 

For  a  bank  your  size,  what  have  you  found  that  the  correspon- 
dent banks  require  as  a  balance  to  provide  you  with  the  services 
that  your  bank  needs? 

Mr.  Cleveland.  For  a  migor  correspondent,  that  is  our  primary 
correspondent  bank  in  one  of  the  large  eastern  cities,  those  sums 
would  vary  anywhere  from  $800,000  to  as  high  as  $1,800,000  de- 
pending on  the  volume  of  activities  in  those  accounts.  When  I 
name  uese  amounts,  I  am  talking  about  collected  balances.  There 
are  times  when  we  might  have  as  much  as  $8  or  $10  million  on 
deposit  with  those  banks.  A  temporary  thing  of  24  hours. 

Chairman  St  Germain.  How  low  can  these  balances  go? 

Mr.  Cleveland.  The  extraordinarily  high  balances? 

Chairman  St  Gerbcain.  How  low  can  they  go? 

Mr.  Cleveland.  If  they  go  much  lower  than  their  base  require- 
ments, they  are  on  the  phone  calling  us  the  same  day. 

It  would  be  rare  if  they  let  balances  fall  to  less  than  $700;;000. 

Chairman  St  Gerbcain.  That  is  for  the  full  range  of  services? 

Mr.  Cleveland.  That  is  for  the  primary  correspondent  bank 
relationship. 

Chairman  St  Germain.  Now,  at  the  present  time  how  much 
money  do  you  have  in  various  banks  with  which  you  have  corre- 
sponaent  relationships,  the  migor  banks,  such  as  Giemical,  Manu- 
facturers Hanover,  First  National  of  Chicago,  Citizens  &  Southern? 

Mr.  Cleveland.  Mr.  Chairman,  I  cannot  respond  to  that  ques- 
tion. I  ain  no  longer  chief  executive  officer  of  the  National  Bank  of 
Georgia,  having  retired  for  the  second  time  back  in  May.  Mr. 
Guyton,  my  associate  here,  is  presently  chief  executive  officer  of 
the  National  Bank  of  Geor^. 

Chairman  St  Gerbcain.  Mr.  Guyton,  would  you  address  yourself 
to  that  question? 

Mr.  Guyton.  The  question  was  what  kind  of  balances  do  we 
maintain  in  all  of  our  correspondents  at  this  point? 

Chairman  St  Gerbcain.  How  much  money  does  the  National 
Bank  of  Georgia  currently  have  in  corresponding  balances?  In 
other  words,  noninterestrbearing  accounts  in  your  correspondent 
banks? 

Mr.  Guyton.  The  balances  on  a  purelv  collected  base  balance, 
and  that  is  reading  it  from  our  end,  that  being  those  balances  that 
are  collected  that  are  available  for  our  use  after  deducting  all 
charges,  would  run  a  little  over  $1,500,000  on  our  bedance. 

Chainnan  St  Gerbcain.  How  about  the  amount  that  you  leave  in 
the  correspondent  bank? 

Mr.  Guyton.  That  is  an  unavailable  balance  to  us,  sir.  That 
varies  considerably,  as  Mr.  Cleveland  has  indicated. 
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Chairman  St  Gerbcain.  It  varies  from  day  to  day,  the  unavail- 
able balance? 

Mr.  GuYTON.  Yes. 

Chairman  St  Germain.  Isn't  that  the  balance  on  which  is  predi- 
cated the  services  that  are  rendered  to  you  primarily? 

Mr.  GuYTON.  You  have  daily  activity  in  a  number  of  these  ac- 
counts. I  admit  it  is  a  complicated  process,  but  it  does  entail 
moneys  going  into  these  accounts  and  moneys  coming  out  of  these 
accounts  for  check  clearing  and  other  services  and  what  we  at- 
tempt to  do  and  what  the  banks  attempt  to  do  is  to  look  at  tlioee 
balances  at  the  end  of  the  month  in  terms  of  an  average  for  the 
month  just  completed. 

Chairman  St  Germain.  What  would  your  covered  balances  then 
be? 

Mr.  GuYTON.  Our  balances  average  on  a  collected  basis— and  this 
is  the  amount  we  try  to  keep  in  these  accounts— about  $1,500,000. 

Chairman  St  Gerbcain.  Now,  Mr.  Guyton,  in  the  August  report 
the  Comptroller  of  the  Currency  states: 

There  is  no  disoernible  relationship  between  loans  to  Mr.  Lance  and  associated 
interests  in  the  deposit  accounts  maintained  by  National  Bank  of  Georgia  and 
Calhoun  at  Citizens  and  Southern. 

Now,  we  will  take  a  look  at  ''D,"  exhibit  2  of  the  Comptroller's 
August  report.  It  appears  that  quite  the  contrary  seems  to  be  the 
case. 

[The  exhibit  referred  to  follows:] 
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Chairman  St  Germain.  Now,  your  comment  about  the  huge  in- 
creases in  December  of  last  year  and  why  your  account  with  Citi- 
zens and  Southern  was  reduced  to  zero  in  July  of  this  vear.  Now 
there  is  yours  up  there.  I  would  also  direct  the  witnesses  attention 
to  the  other  charts  showing  your  bank's  correspondent  accounts 
with  various  other  banks. 

[Reference  made  here  to  the  charts  that  follow:] 
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NATIONAL  BANK  OF  GEORGIA 

CORRESPONDENT  BANK  BALANCES 

WITH  CITIZENS  AND 

SOUTHERN  NATIONAL  BANK 


1976 


1977 


DATE 

AMOUNT 

Mar. 

$      50,000 

C&S  had  $150,000  in  loans  to 
Lance  and  related  interests. 

Apr. 

50,000 

C&S  loans  to  Lance  and  related 
interests  increased  to  $185,000. 

May 

61,000 

C&S -$185,000. 

June 

60,000 

C&S -$185,000. 

July 

60.000 

C&S  -  $185,000. 

Aug. 

50,000 

C&S  -  $335,000. 

Sept. 

50,000 

C&S  -  $335,000. 

Oct. 

50,000 

C&S  -  $335,000. 

Nov. 

61,000 

C&S  -  $335,000. 

Dec. 

1,779,000 

C&S  -  $935,000. 

Jan. 

4,349,000 

C&S -$1,155,000. 

Feb. 

4,032,000 

C&S -$1,155,000. 

Mar. 

3,654.000 

C&S -$1,155,000. 

Apr. 

3.219.000 

C&S -$1,155,000. 

May 

2.750.000 

C&S -$1,155,000. 

June 

2.611.000 

C&S -$1,155,000. 

July 

-0- 

C&S -$1,155,000. 

Data  taken  from  D-Ex.  2  of  Comptroller's  Report 


Digitized  by 


Google 


382 


NATIONAL  BANK  OF  GEORGIA 
CORRESPONDENT  BANK  BALANCES 

WITH 
RRST  NATIONAL  CITY  BANK  (NYXCIticorp) 


Correspondent  Account  opened. 
Citibank  during  1974  considered  balances 
repeatedly  insufficient  to  meet  servicing  needs. 


DATE 

AMOUNT 

972 

Oct. 

$100,000 

974 

Jan. 

(64,000) 

Feb. 

(182,000) 

Mar. 

(396,000) 

Apr. 

(709,000) 

May 

(  27,000) 

June 

(323,000) 

July 

(279,000) 

Aug. 

(163,000) 

Sept. 

(226,000) 

Oct 

(272,000) 

975 

Feb. 
Mar. 
Apr. 

NBG  writes  Citicorp  complaining  about 
handling  of  correspondent  bank  account. 
NBG  board  of  directors  reapproves  Citicorp  as 
New  York  depository. 
Apr.  16  -  -  Lance  and  NBG  Chairman  visit 
Citicorp  seeking  loan  for  bank  stock  purchase. 
Apr.  22  -  -  Citicorp  declines  loan. 
Apr.  24  -  -  Manufacturers  Hanover  approves 
loan. 

Apr.  29  -  -  NBG  deposits  $250,000  with 
Manufacturers  Hanover  in  correspondent 
account. 
May  May  14  -  -  Citicorp  account  officer  notes 

Manufacturers  Hanover  has  financed  the  bank 
stock  purchase  by  Lance;  will  get  NY 
correspondent  business. 
Writer  suggests  avoiding  confrontations  until 
account  moved. 


NOTE  -  -  Figures  are  incomplete.  Comptroller's  report  did  not 
include  monthly  data.  Data  from  Section  C  Exhibits. 
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NATIONAL  BANK  OF  GEORGIA 
CORRESPONDENT  BANK  BALANCES  WITH 
CONTINENTAL-ILUNOIS  NATIONAL  BANK 


1975 


1976 


DATE 

AMOUNT* 

Jan. 

$    129,000 

Feb. 

208,000 

Mar. 

138,000 

Apr. 

195,000 

May 

256,000 

June 

207,000 

July 

216,000 

Aug. 

326,000 

Sept. 

303,000 

Oct. 

308,000 

Nov. 

383,000 

Dec. 

298,000 

Jan. 

356,000 

Feb. 

164,000 

Mar. 

(74,000) 

Apr. 

52,000 

May 

125,000 

June 

213,000 

July 

238,000 

Aug. 

67,000 

Sept 

433,000 

Oct. 

1,655,000 

Nov. 

1,933,000 

Dec. 

326,000 

Jan. 

53,000 

Feb. 

27,000 

Mar. 

9,000 

Apr. 

2,000 

May 

1,000 

June 

10,000 

Lanoe  reportedly  negotiatm  with  Continental  Illinois  for 

$3  mllion  loan. 

Lance  talks  with  FNBC  about  doing  business  with 

that  Chicago  bank. 

NBG  opens  correspondent  account  with 

First  National  Bank  of  Chicago. 

1977         Jan.  53,000       Lance  receives  $3,425,000  loan  from  FNB  Chicago. 

FNB  Chicago  downgrades  collateral  value  on  Lance 
loan  to  $1 13,000.  NBG  transfers  $200,000  to 
correspondent  account  at  FNB  Chicago. 


*Figuras taken  from  Auguit  10. 1977  letter  from  Robert  Guyton.  president.  National  Bank  of  Georgia 
to  Senator  Abraham  Ribicoff .    Comments  based  on  information  in  Comptroller's  report. 
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NATIONAL  BANK  OF  GEORGIA 

CORRESPONDENT  BANK  BALANCES  WTTH 

MANUFACTURERS  HANOVER  TRUST  COMPANY 

DATE         AMOUNT 
1975 


Jan. 

-0- 

Feb. 

-0- 

Mar. 

-0- 

Mar.  12,  NBG  board  approves  12  banks  as  depositories.  NY  banks 
on  list  •  -  Chase  Klanhattan,  ChemicaE  and  FNCBank. 
Apr.  —  0  —  Apr.  16  -  Lancia  and  NBG  chai^^main  King  Cleveland  visit  Man.  Han. 

to  dncuit  r!ock  icauisition  loan  for  $2.2&  to  $3.25  million. 
(Citicorp  appro^scKed  »me  day  for  loaril 
Apr.  22  •-  Citicorp  refuses  loan. 

Apr.  24  -  Man.  Han.  ^proves  S3. 250. 000  loan  limit  for  Lance. 
$    250,000       Apr.  29  -  NBG  establishes  correspond^nf  bpnk  account  with 
Manufacturers  Manovsf 

May  12     NBG  minutes  show  Manufadtur^n  appfov«t  as 
cor rfispon dent  at  request  of  Lance  &  Cleveland. 
June  30  -  h^anufactureri  Hanover  grants  $2,625,000  loan  to 
Mr.  and  Mrs.  Lance. 


1976 


May 

1,420,000* 

June 

2,717,430* 

Jul 

665,000 

Aug 

665,000 

Sept. 

637,000 

Oct. 

724,000 

Nov. 

915,000 

Dec. 

1,332,000 

Jan. 

1,099,000 

Feb. 

549,000 

Mar. 

282,000 

Apr. 

475,000 

May 

763,000 

June 

387,000 

Jul 

463,000 

Aug. 

274,000 

Sept. 

305,000 

Oct. 

737,000 

Nov. 

1,011,000 

Dec. 

683,000 

Jan. 

581.000 

Feb. 

393,000 

Mar. 

80,000 

Apr. 

(143,000) 

May 

(111.000) 

June 

(28.000) 

Lance  begins  negotiation  to  establish  correspondent  bank  relations 
with  FNB  Chicago. 


1977         Jan.  581.000       Lance  transfers  loan  to  FNB  Chicago  and  pays  off  Man.  Han. 


*TlM  5/30/75  fi«urc  it  taken  from  B  Ex.  4  of  the  Comptroll«r's  r«port. 
••Th«  6/30/75  fiflur*  i>  taken  from  B-Ek.  4  of  the  Comptroller '«  report. 

Remam)r>9  correspondent  bank  account  f igurn  are  taken  from 
The  Comptroller's  balance  analysis  sheets  in  Sac.  B  10  of  report. 
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NATIONAL  BANK  OF  GEORGIA 
CORRESPONDENT  BANK  BALANCES 

WITH 
FIRST  NATIONAL  BANK  OF  CHICAGO 


1976 


1977 


DATE 

AMOUNT 

Nov. 

-0- 

FNBC  and  NBG  officers 
discuss  relationship. 

Dec. 

$50,000 

NBG  opens  correspondent 
account. 

Jan. 

50,000 

FNB  loans  Lance 
$3,425,000. 

Feb. 

50,000 

Mar. 

50,000 

Mar.  18.  FNB  lowers  collateral 
value  to  $113,000. 

250,000 

3/30  •  NBG  increased 
deposit. 

May 
thru 
July 

liilu 

150,000 

Average. 

FNB  renegotiates  loan. 
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Chairman  St  Gerbcain.  National  Bank  of  Georgia,  correspondent 
bank  balances  with  Citizens  and  Southern  National  Bank,  March 
1976,  $50,000.  That  is  $50,000,  $61,000  and  then,  as  I  say,  in  Decem- 
ber 1976,  your  amount  goes  to  $1,779,000.  You  then  go  to  in  Janu- 
ary, $4,349,000.  That  is  $4  million,  $3  million,  $2,611,000  and  then 
you  drop  to  zero  in  July. 

We  note  also  that  in  November  1976  there  was  a  loan  to  Mr. 
Lance  and  Lance-related  interests  of  $335,000  in  November  to 
Lance  and  Lance-related  interests.  Then  in  December  it  jumps  to 
$935,000.  At  the  same  time  there  is  the  correspondent  balance 
which  jumps  to  $1,779,000  and  then  it  goes  up  a  httle  further,  the 
loan  to  Lance  and  Lance-related  interests— loans,  I  should  say— 
$1,155,000  and  at  January  1977  the  correspondent  balance  is 
$4,349,000. 

Now,  the  loans  to  Lance  and  Lance-related  interests  remains  the 
same  and  that  correspondent  balance  remains  rather  high. 

Now,  what  we  would  like  is  an  explanation  because  it  seems 
peculiar  and  the  other  peculiar  aspect  is  how  come  zero  in  a 
correspondent  balance  in  July  of  this  year  when  a  lot  of  investiga- 
tions b^an?  Would  you  explain  that  to  the  subcommittee? 

Mr.  GuYTON.  Let  me  first  of  all  start  by  saying  I  am  not  familiar 
with  the  loans  that  are  in  the  bank  and  in  fact  at  that  particular 
time  I  was  not  with  the  bank.  I  have  only  been  with  the  National 
Bank  of  Georgia  for  4  months. 

Chairman  St  Gerbaain.  We  have  Mr.  Cleveland  here.  He  can 
help  you  out. 

Mr.  GuYTON.  I  can  speak  to  that  point  though,  I  think. 

It  is  my  understanding  that  back  in  the  latter  part  of  1976  that 
the  National  Bank  of  Georgia  employed  an  independent  banking 
consultant  to  study  the  senoings  of  our  checks  and  the  possibility 
of  savings  for  the  bank  because  of  the  various  operations  that 
might  be  employed  in  these  sendings  of  checks  for  collection.  That 
particular  study  was  done  in  the  latter  part  of  1976.  It  was  recom- 
mended in  the  study  that  there  be  a  consolidation  of  all  sendings 
made  b^  the  National  Bank  of  Georgia  and  it  was  determined  that 
the  Citizens  and  Southern  Bank  would  be  the  one  that  would  be 
the  correspondent  bank  to  which  all  sendings  and  all  clearings 
would  be  addressed  and  that  started  in  December  1976  and  that  is 
the  reason  that  the  balance  as  shown  there  went  from  $61,000, 
which  was  to  cover  services  such  as  loan  participations,  advice  and 
counsel,  and  this  sort  of  thing,  but  it  went  from  there  up  to  the 
larger  amount,  which  was  the  general  ledger  balance,  I  might  add, 
sir,  and  was  not  the  collected  balance  in  that  particular  account. 

I  know  in  the  Wall  Street  Journal  last  week,  and  it  has  been 
reported  here  todav,  as  to  why  the  account  jumped  to  $1.7  million 
in  December,  and  $4.4  in  January,  that  came,  I  am  sure,  from  the 
analysis  sheets  prepared  by  the  C.  &  S.  Bank  of  Atlanta  which  did 
indicate  that  was  tne  average  general  ledger  balance  for  that  par- 
ticular month. 

However,  if  the  people  looking  at  that  report  had  looked  even 
further  down  that  analysis  sheet,  they  would  have  found  that  that 
was  not  collected  money;  that  that  represented  checks  that  were  in 
the  process  of  collection  around  the  country,  and  C.  &  S.  was 
sending  these  checks  around  the  country  to  have  them  collected. 
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So,  if  you  take  that  balance  and  deduct  the  so-called  float  from 
it,  it  comes  down  to  a  considerably  smaller  balance  that  is  avail- 
able for  services  and  in  fact  in  December,  according  to  that  same 
analysis  sheet,  the  average  collected  balance  was  just  a  little  over 
$200,000  and  it  did  not  cover  the  cost  of  that  account  to  C.  &  S., 
and  then  in  Januarv  1977  the  average  collected  balance  on  that 
same  sheet  which  shows  that  figure  indicated  that  the  collected 
average  balance  was  a  little  over  $1  million. 

Here  again,  it  did  not  cover  the  services  provided  the  National 
Bank  of  Georgia  by  C.  &  S.  for  that  particular  month. 

Chairman  St  GERBdiAiN.  So  you  have  a  deficit  position  there? 

Mr.  GuYTON.  For  those  2  months,  yes.  We  tried  to  collect  those 
and  we  do  try  to  and  in  the  following  months  we  tried  to  get  in  on 
a  basis  whereby  the  balances  we  are  keeping  there  cover  the  cost 
and  cover  the  services  that  they  are  providing  for  us  and  allows 
them  to  break  even  or  have  a  very  small  profit  remaining  for  that 
particular  month. 

Chairman  St  Gerbaain.  Is  anyone  else  performing  check  clearing 
services  and  giving  you  advice  on  foreign  investments  and  so  forth? 
Do  you  have  another  correspondent  bank  giving  similar  services 
and  participating  in  loans? 

Mr.  GuYTON.  Yes,  we  have  a  total  of  17  correspondent  accounts. 
We  have  probably  three  or  four  accounts  that  we  would  call  msgor 
type  correspondents  who  provide  more  services  for  us  but  there  is 
only  one  account  at  this  point  that  we  send  regular  daily  sendings 
for  collection. 

Chairman  St  Gerbaain.  That  is  C.  &  S.? 

Mr.  Guyton.  Yes,  it  is. 

Chairman  St  GERBdiAiN.  Now,  in  July  we  have  a  zero  balance 
going  to  the  Comptroller's  report.  Can  you  explain  that  to  us? 

Mr.  Guyton.  I  cannot.  I  don  t  understand  that,  sir.  We  are  stUl 
sending  our  checks  to  them  monthly  for  collection  and  I  don't 
understand  that  particular  balance. 

Chairman  St  Gerbi/^in.  You  say  you  can't  explain  why— this  is 
from  the  Comptroller's  report.  Would  you  dispute  the  accuracy  of 
that  figure? 

Mr.  Guyton.  I  don't  dispute  it.  I  don't  imderstand  it.  I  don't  see 
how  that  could  occur  unless  the  balances  had — there  was  enough 
activity  to  where  there  was  no  balance  left  at  all  in  that  particular 
account.  That  is  news  to  me,  sir. 

Chairman  Sr  GERBdiAiN.  You  know  the  peculiar  thing  is,  Mr. 
Guyton— and  I  will  ask  Mr.  Henderson  and  Mr.  Davis  this  ques- 
tion— the  Calhoun — though  we  don't  have  it  up  on  a  chart,  it  is 
also  a  fact  in  July  this  year  Calhoun  First  National  Bank  withdrew 
its  correspondent  relationship  with  C.  &  S.  or  it  appears  so,  so  we 
look  at  Calhoun. 

[In  regards  to  the  above  colloquy  of  Chairman  St  Germain,  the 
following  table  re  correspondent  bank  balances  between  Calhoun 
First  National  Bank  ana  Qtizens  &  Southern  National  Bank  is 
inserted.  Also  following  is  written  response  by  Mr.  Guyton  to  ques- 
tions on  relationship  with  C.  &  S.] 
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CALHDUN  FIRST  NATIONAL  BANK  CORRESPONDENT  BANK  BALANCES 
WITH  CITIZENS  AND  SOUTHERN  NATIONAL  BANK 


1975 


1976 


1977 


Date 

Amount 

Oct. 

$99,000 

C&S  had  $85,000  In  loans  outstandli 
to  Lance  and  Lance-related  Interests. 

Nov. 

$44,000 

loans  to  Lance  arrd  related  1nterests-$85.000 

Dec. 

80.000 

loans  to  lance  Increase  to  $160,000. 

Jan. 

33.000 

-  $135,000. 

Feb. 

7.000 

-  $165,000. 

Mar. 

11,000 

-  $150,000. 

Apr. 

15,000 

-  $185,000. 

May 

36.000 

-  $185,000. 

June 

17.000 

-  $185,000. 

July 

19.000 

-  $185,000. 

Aug. 

25.000 

-  $335,000. 

Sept. 

25,000 

-  $335,000. 

Oct. 

24.000 

-  $335,000. 

Nov. 

92.000 

-  $335,000. 

Dec. 

50.000 

-  $935,000. 

Jan 

62.000 

-  $1,155,000 

Feb. 

59,000 

-  $1,155,000. 

Mar. 

87.000 

-  $1,155,000. 

Apr. 

33.000 

C&S 

-  $1,155,000. 

May. 

54.000 

C&S 

-  $1,155,000. 

June 

59.000 

C&S 

-  $1,155,000. 

July 

-0- 

C&S 

-  $1,155,000. 

Data  taken  from  D.  Ex.  2  in  Comptroller's  report 
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8EP141877 


The  National  Bank  or  GmoRoiA 

(M  Pa*osnKs  arasBT.  N.  X 

ATUtMTA.  GBOBOIA  OOOOI 


September  8,   1977 


Honorable  Femand  J.  St  Germain 
U.  S.  House  of  Representative ■ 
Washington,  DC    20515 

Dear  Mr.  St  Germain: 

During  my  appearance  before  your  Committee  on  Tuesday, 
September  6,   1977,  you  requested  that  I  provide  you  with  copies 
of  the  analysis  sheets  regarding  our  correspondent  relationship 
with  Tlie  Citizens  and  Southern  National  Bank  for  the  months  of 
December,   1976,  and  Janxaary,   1977. 

Please  note  that  the  amount  used  in  the  Comptroller's 
report  is  the  average  ledger  balance  for  the  period  and  is  not  the 
average  collected  balance  which  is  the  appropriate  amount  to  use. 
This  is  in  view  of  the  fact  that  we  clear  a  large  number  of  items 
through  C&S  and  this  creates  a  considerable  amount  of  uncollected 
funds  termed  float  in  the  analysis.     Please  also  note  that  tor  each 
of  these  two  months  the  collected  balances  were  less  than  |fie  balances 
required  to  offset  the  charges  against  the  account. 

I  appreciate  your  allowing  me  to  supply  this  information. 


RPG:kl 
Enclosures 


fjipe-mi-mly  yourS,  ^ 

Robert  P.   Quyton         ••  M  •-'^"^^w-^ 
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TNI  CrnZDIS  AND  SOUTHEIN  NATIOIIAl  lANK 

ANALYSIS  OF  CORRESPONDENT  ROATIONSHIP 

THE  NATIONAL  BANK  OF  GEORGIA 


ATLANTA 


-ap^ 


DIV  1 

DEC 


1976 


Cradit  Ifi^uifiM 


,              1a      2.00 

...        189     I        .35 

45,526    :        .0^7'* 

A 

50    Z        .06 

16     Z      2.00 

A 

a 

^ 

A 

a 

ANALYSIS  CHAIOB 

A  2.00 

2.617. '♦1 


AVAUABIE  BALANCB 


3.00 


32.00 


'2,/'2{i.bh 


'♦72.00 


15,611.'»0 


617.708.76 


708.00 


7.55?tOQ 


b'»2,052.1b~t^ 


BALANCE  INFORMATION 

Av9fOQ#  MGQ9f  Boloncs  for  Period 
Law  Avcrog*  Actual  Fleat 
Av«fag«  Coll«cl«d  Boloncs 

LMS  K0MrV9  RflC|Ulf9fn#ntS 

Avcrog*  AvailobI*  Bdan 


Additionol  Collated  BoloncM  RaqtmrnJ  to  Pay  for  Smvicm 

Additional  Foes  in  liou  of  BabncM 

ColloclMi  BaloncM  Available  to  Support  CrmiH  or  Othor 

Earnings  VoluwJ  at 3^09_  p^rcMit  on  Avoiloblo  BabncM 


503,150. 


LOAN  INFORMATION 


OUTSTANDING 


ColloctMJ  BoloncM  RMfuirod  To  Support  Crodh      $_ 


Digitized  by 


Google 


391 


cgs 


IM  CmZBtf  AND  SOUINOm  NATIOIIAl  lANK 

ANALYSIS  OF  CORRBPONDENT  RELATIONSHIP 

T>C  WVriOWL  BAMC  OF  GEORGIA 


Cliy_ 


-JIp^ 


'  DIV  1 
JAN  77 


liNDttlD     VOUIMI 


ITEM  ANALYSIS  CNAMB 


AVAIIAUI  lALANCB 


W,OQ 


25,¥»9.2Q 


1,107^108.52 


1,698.2^ 


in>7^.nn 


$1^1U«;^U7q.Qft 


■ALANCf  INFORMATION 

^ 


to  Poy  fof  Sonrictts  oc 
Cr90it  oc  Otnflf  S#rviC9S 
Earnin9»  Vokwd  at         tf,92    Parcant  on  AvoilobI*  BoIcmkm 


Additionol  Fms  in  Um  of  BabncM 
wOitoctvo  Boloneys  AvofliODl#  to 


LOAN  INFORMATION 


OUTSTAKOING 


ColUciMi  BolancM  RM|iiir«d  To  Support  Cradh      |u- 
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Mr.  Davis.  There  is  something  wrong,  sir. 

Chairman  St  Germain.  This  is  taken  from  "D/'  exhibit  2  in  the 
Comptroller's  report.  We  can  have  that  brought  down  to  you  and 
you  can  see  it  for  yourself. 

You  had  a  correspondent  relationship  with  C.  &  S.  which  in 
October  1976  was  $9,900;  in  December,  $80,000,  and  at  that  time 
the  loans  to  Mr.  Lance  and  Lance-related  interests  were  $85,000. 
And  then  Mr.  Lance's  loan  increased  to  $160,000,  and  then  in 
December  1975  and  in  January  1976  your  amounts  went  from 
$33,000  to  $11,000  to  $15,000,  and  once  it  went  up  to  $87,000,  but  in 
July  it  went  from  $59,000  in  June,  $54,000  in  May,  to  zero  in  July. 

Mr.  Henderson.  I  don't  understand  that. 

Chairman  St  Gerbaain.  Do  you  think  maybe  the  Comptroller's 
report  is  inaccurate? 

Mr.  Henderson.  I  believe  something  is  in  error. 

Chairman  St  Gerbaain.  For  Calhoun  as  well  as  for 

Mr.  Davis. We  have  been  with  C.  &  S.  for  over  25  years  and  it  has 
always  been  an  active  account  and  there  have  been  no  changes.  I 
am  positive  of  that. 

Chairman  St  Gerbaain.  In  July  and  August  this  year,  the  Comp- 
troller's report,  NBG  deposit  at  C.  &  S.  is  zero. 

Mr.  Davis.  Could  you  tell  us  what  you  are  reading  from  once 
again? 

Chairman  St  Gerbaain.  Exhibit  2.  This  is  in  volume  2  continued, 
section  "D,"  exhibit  2. 

Mr.  Blooba.  The  report  may  indicate  the  information  wasn't 
available  to  us. 

Mr.  Rousselot.  If  it  were  not  available,  would  it  not  be  "NA?" 

Chairman  St  Gerbaain.  Let  us  get  back  to  the  National  Bank  of 
Georgia  and  Citizens  &  Southern  corresponding  balance.  All  I  can 
say  is,  when  I  look  at  that  chart— and  I  understand  the  explana- 
tion you  gave  us  about  the  consultant's  report  and  the  check  clear- 
ing services  being  performed  by  Citizens  &  Southern,  but  nonethe- 
less it  seems  peculiar  that  at  the  same  time  as  the  amount  of  the 
loan,  your  corresponding  balance  increases,  there  is  a  rather  sub- 
stantial increase,  almost  triple — there  is  a  tripling  of  the  loan  to 
Mr.  Lance  and  Lance-related  interests.  It  may  just  oe  a  coincidence 
perhaps.  Would  you  consider  that  a  coincidence? 

Mr.  GuYTON.  I  think  it  would  have  to  be.  This  consultant  study 
done  for  the  National  Bank  of  Georgia  was  started  in  the  middle 
part  of  1976  and  was  apparently  completed  the  latter  part  of  1976 
and  action  was  taken  at  that  time. 

Chairman  St  Gerbiain.  Mr.  Cleveland,  would  you  say  those  fig- 
ures are  coincidental,  the  increase  in  the  correspondmg  balance 
and  the  increase  in  the  loan? 

Mr.  Cleveland  I  have  no  knowledge  to  the  contrary,  other  than 
they  would  be  coincidence. 

Chairman  St  Gerbiain.  Tell  me  this:  Was  there  any  reason— as  a 
result  of  this  consultant's  report,  for  National  Bcuik  of  Georgia  to 
^o  to  Citizens  &  Southern  right  there  in  Atlanta — that  is  a  compet- 
ing bank,  is  it  not,  a  prime  competitor? 

Mr.  Cleveland  It  is  a  competitor,  yes. 

Chairman  St  Gerbiain.  You  had  a  choice  of  other  banks  where 
you  could  have  established  this  relationship,  is  that  not  a  fact? 
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Mr.  Cleveland  That  is  true. 

Chairman  St  GERBdiAiN.  Do  you  know  who  entered  into  n^otia- 
tions  to  bring  about  this  increased  relationship  with  Citizens  and 
Southern? 

Mr.  Cleveland.  I  do  not  know  who  did  that,  but  I  do  know  that 
we  had  relationships  with  another  bank  in  Atlanta  extending  over 
a  25-  or  30-year  period  of  time. 

Chairman  St  Gerbi/^in.  How  long  have  you  had  your  relationship 
with  Citizens  and  Southern? 

Mr.  Cleveland.  I  would  judge  from  this  somewhat  less  than  a 
year. 

Chairman  St  Gerbi/^in.  You  were  president  at  the  time? 

Mr.  Cleveland.  I  was  chairman  of  the  board  without  executive 
administrative  responsibilities,  which  was  relatively  inactive. 

Chairman  St  GERBdAiN.  As  chairman  of  the  board,  you  had  no 
knowledge  and  have  no  knowledge  as  to  how  come,  what  or  who 
made  the  choice  of  Citizens  and  Southern? 

Mr.  Cleveland.  I  know  who  made  the  actual  choice  and  recom- 
mendation; it  was  the  executive  committee  of  our  bank  and  ap- 
proved by  the  executive  committee  of  the  board  of  directors. 

Chairman  St  GERBdiAiN.  Who  made  the  recommendation? 

Mr.  Cleveland.  I  don't  know. 

Chairman  St  Gerbi/^in.  Would  you  know,  Mr.  Guyton? 

Mr.  Guyton.  No. 

Chairman  St  Gerbaain.  Who  could  it  have  been? 

Mr.  Cleveland.  It  would  be  the  president  or  chief  financial 
officer  of  the  bank. 

Chairman  St  Gerbiain.  Who  was  president  at  the  time? 

Mr.  Cleveland.  Mr.  Lance. 

Chairman  St  Gerbiain.  I  guess  it  is  very  coincidental  then. 

Mr.  Cleveland.  I  might  point  out  correspondent  bank  relation- 
ships in  our  bank  and  most  banks  of  our  size  normally  are  institut- 
ed and  administered  by  the  chief  financial  officer  of  the  bank. 

Chairman  St  Gerbiain.  Is  it  normal  that  there  be  an  increase  in 
loans  to  one  of  the  principal  officers  of  the  bank  and  a  correspon- 
dent bank  where  there  is  all  of  a  sudden  increase  in  activity  with 
that  correspondent  bank? 

Mr.  Cle^^land.  I  couldn't  answer  that,  Mr.  Chairman. 

Mr.  Guyton.  If  I  might  add  one  point  to  this,  as  I  say,  I  wasn't 
there,  but  I  have  inquired  and  asked  questions  about  certain  ac- 
counts and  it  is  misunderstanding  that  in  that  particular  relation- 
ship the  consultant  did  recommend  that  we  change  our  clearings  to 
one  correspondent  bank.  They  also  recommended  that  that  bank  be 
the  C.  &  S.  Bank  because  they  had  had  similar  services  and  good 
services  that  they  had  seen  coming  from  them  and  that  recommen- 
dation was  made.  The  executive  vice  president  of  our  bank  is  Bill 
Green,  who  is  the  chief  financial  officer,  and  he  has  told  me  that 
that  was  when  the  decision  was  made  to  go  to  C.  &  S.  and  put  all  of 
our  sendings  there. 

Chairman  St  Gerbiain.  Could  the  gentlemen  from  Calhoun,  Mr. 
Davis,  and  Mr.  Henderson,  reply  to  this?  When  there  was  a  ques- 
tion of  the  ii\jection  of  capital  under  the  agreement  signed  with  the 
Comptroller's  Office,  the  Comptroller  this  morning  said  he  didn't 
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know  where  the  $400»000  came  from.  Could  you  tell  us  where  that 
$400,000  came  from? 

Mr.  Hendkhson.  We  borrowed  it  initially  from  another  Georgia 
bimk.  I  don't  know  if  I  should  reveal  the  name.  The  Georgia 
Railroad  Bank  &  Trust  Co.  in  Augusta,  Ga. 

Chairman  St  Germain.  So  you  borrowed  money.  Then  who  owed 
that  money,  the  individuals  who  signed  the  note,  or  the  bank? 

Mr.  Hendkhson.  Calhoun  UnifirBt  is  a  corporation  made  up  of 
the  board  of  directors  of  our  bank  and  each  of  them  hjrpothecated 
sufificient  shares  of  the  bank  to  go  with  the  shares  which  we 
purchased  to  ftdly  secure  the  loan. 

Chairman  St  Germain.  That  $400,000  loan  was  taken  out  when? 

Mr.  Henderson.  Right  after  we  signed  the  agreement  to  furnish 
it.  In  December  1975. 

Chairman  St  Germain.  Was  there  another  $400,000  loan  to  Cal- 
houn Unifirst  later  on  to  repay  the  Georgia  Railroad? 

Mr.  Henderson.  Yes,  it  was  moved  to  C.  &  S.  The  first  loan  had 
a  year's  maturity  on  it  and  we  moved  it  to  C.  &  S.,  so  we  could 
work  out  arrangements  to  pay  it  off,  which  we  are  working  on 
right  now. 

Chairman  St  Germain.  Mr.  Henderson  or  Mr.  Davis,  on  April  28, 
1975,  an  examination  was  made  at  Calhoun. 

[In  regards  to  the  above  colloquy  of  Chairman  St  Germain,  the 
following  was  submitted  for  inclusion  in  the  record:] 
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DATES  OF  EXAMINATIONS  BY  THE  COMPTROLLER  OF  THE 
CURRENCY  OF  THE  NATIONAL  BANK  OF  GEORGIA  OF 
ATLANTA  AND  THE  CALHOUN  FIRST  NATIONAL  BANK 
OF  CALHOUN,  GEORGIA: 

National  Bank  of  Georgia  -  exam  dates  since  1V72: 


DATE  OF 

EXAM 

TYPE  OF  EXAM 

11/6/72 

Regular 

9/A/73 

»» 

8/19/74 

" 

9/15/75 

•1 

12/6/76 

n 

Calhoun  First  National  Bank  -  exam  dates  since  1972 


DATE  OF  EXAM 


TYPE  OF  EXAM 


8/8/72 

8/6/73 

7/8/ 74 

4/28/75 

8/7/75 

10/20/75 

12/11/75 

4/5/76 

10/28/76 

3/7/77 


Regular 

Regular 

Regular 

Regular 

Visitation 

Special  Supervisory 

Special  Supervisory 

Regular 

Visitation  Memorandum 

Visitation 
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Chairman  St  Gbrbiain.  There  was  a  question  of  an  overdraft. 
During  that  same  month  Calhoun's  correspondent  account  at  the 
National  Bank  of  Georgia  went  into  arrears  for  the  first  time  to 
the  tune  of  $1,446,000.  Again  in  July  your  correspondent  account 
was  in  arrears  by  $1,268,000.  It  woula  appear  thiat  the  National 
Bank  of  Georgia  was  in  fact  lending  Calhoun  money  to  cover  the 
problems  related  to  Mr.  Lancets  overdrafts  and  others  being  uncov- 
ered during  the  Comptroller's  scrutiny  of  the  Calhoun  banL  Possi- 
bly you  have  &  different  explanationr  out  this  is  the  way  it  appears 
to  us  who  have  analyzed  this.  Would  you  care  to  comment? 

[The  following  additional  material  was  submitted  for  inclusion  in 
the  record  regarding  the  colloquy  of  Chairman  St  Germain:] 
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Mr.  Henderson.  Mr.  Qudrman,  I  was  not  aware.  I  don't  have  a 
ready  explanation.  Again  I  shall  be  happy  to  get  you  one.  It  looks 
like  the  bank  we  cleared  through  may  have  misread  the  letter.  I 
don't  know. 

Chairman  St  Gerbcain.  You  went  from  a 

Mr.  Henderson.  There  is  no  reasonable  reason  for  it,  sir. 

This  is  the  reason  I  would  have  to  check  our  records  and  see.  I 
was  not  aware  of  that. 

Mr.  Davis.  In  this  same  month  which  was  I  guess  April  1975,  the 
report  shows  a  high  of  $1,176,000  and  a  low  of  minus  $1,046,000. 
That  means  we  have  a  different  number  of  checks  we  sent  to  them. 
Sometimes  there  could  be  a  slip-up  in  the  Federal  Reserve  bank. 
That  would  be  the  only  reason  we  would  have  to  overdraw  any 
account. 

Chairman  St  Gerbcain.  Isn't  it  unusual  for  you  to  have  gone  into 
arrears? 

Mr.  Henderson.  Yes,  it  is.  Correspondent  banks  take  very  un- 
kindly to  that. 

Mr.  LaFalce.  Mr.  Henderson,  there  was  apparently  a  consider- 
able practice  permitting  overdrafts  on  the  part  of  Camoun  insofar 
as  its  officers,  directors,  and  some  of  its  employees  are  concerned, 
is  that  correct? 

Mr.  Henderson.  Yes. 

Mr.  LaFalce.  Was  this  a  practice  of  longstanding? 

Mr.  Henderson.  Yes. 

Mr.  LaFalce.  How  long? 

Mr.  Henderson.  There  has  been  some  of  this,  Mr.  LaFalce,  ever 
since  I  have  worked  there. 

Mr.  LaFalce.  Now,  was  there  a  policy,  were  there  guidelines 
that  had  been  promulgated  by  the  officers,  or  the  board  of  directors 
of  Calhoun  concemim^  overdrafts? 

Mr.  Henderson.  Not  until  the  Comptroller's  Office  made  this 
critical  report  in  April  1975;  we  do  have  now,  yes. 

Mr.  LaFalce.  It  seems  that  although  there  was  a  general  prac- 
tice of  overdrafts  for  that  class  of  mdividuals— not  your  entire 
constituency,  but  just  that  class  of  individuals— it  increased  in 
frequency  and  in  severity  approximately  June  1974,  coinciding,  it 
would  seem,  with  the  gubernatorial  campaign,  is  that  correct? 

Mr.  Henderson.  To  the  best  of  my  knowledge,  that  is  purely  a 
coincidence. 

Mr.  LaFalce.  I  am  not  imiggesting  that  it  is  other  than  a  coinci- 
dence, but  there  was  a  coincidence? 

Mr.  Henderson.  Yes. 

Mr.  LaFalce.  Now,  did  Calhoun  make  a  judgment  independently 
that  interest  should  be  charged  as  of  June  1974,  or  was  the  chang- 
ing of  interest  on  overdrafts  as  of  June  1974  suggested  by  someboc^ 
outside  of  Calhoun,  such  as  the  OOC? 

Mr.  Henderson.  It  was  projected  to  me  in  a  verbal  conversation 
by  an  examiner  in  examining  the  bank. 

Mr.  LaFalce.  Do  you  reciedl  when  that  suggestion  was  made? 

Mr.  Henderson.  No,  I  do  not. 

Mr.  LaFalce.  Do  you  recall  when  the  decision  was  made  to 
charge  interest  on  overdrafts? 
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Mr.  Henderson.  We  started  it  immediately  when  the  decision 
was  made  in  June  1974. 

Mr.  LaFalce.  Are  you  suggesting  the  decision  was  made  in  June 
1974  or  at  some  later  point  in  time? 

Mr.  Henderson.  It  was  made  in  June  1974. 

Mr.  LaFalce.  So  some  bank  examiner  came  to  you  in  June 
1974 

Mr.  Henderson.  No.  I  don't  recall  when  we  had  this  conversa- 
tion, but  he  stated  to  me— these  overdrafts  were  generally  fairly 
liberal  throughout  our  whole 

Mr.  LaFalce.  What  I  am  getting  at  is  that  the  Comptroller's 
report  indicates  that  a  reimbursement  was  made  by  Mr.  Lance  and 
by  Mr.  Lance's  relatives. 

Mr.  Henderson.  No,  sir.  Only  on  the  campaign  account.  I  think 
that  it  was  chaiged  to  the  individual  accounts  of  the  other  people 
consistently  all  through  that  period.  It  created  a  larger  over- 
draft  

Mr.  LaFalce.  Interest  was  chaiged  on  individual  accounts  as  of 
June  1974  and  not  something  done  retroactive  to  June  1974? 

Mr.  Henderson.  No,  sir. 

Mr.  LaFalce.  How  about  the  campaign  accounts  though?  Was 
that  same  practice  followed  for  the  campaign? 

Mr.  Henderson.  No  interest  was  charged  on  it  after  it  was  over 
with.  Mr.  Lance  paid  us  the  interest  on  that  at  the  end  of  the 
campaign  when  those  overdrafts  were  covered. 

ybr.  LaFalce.  Was  interest  being  charged  to  him  as  of  the  time 
of  the  overdraft? 

Mr.  Henderson.  No. 

Mr.  LaFalce.  Why  did  you  have  an  inconsistent  policy  as  of 
June  1974;  one  for  personal  loans  or  overdrafts,  and  a  <mferent 
policy  for  campaign  loans  or  overdrafts? 

Mr.  Henderson.  Because,  as  I  stated  to  you  this  morning,  I  had 
complained  vociferously  about  the  campaign  overdrafts  and  I  did 
not  see  any  need  to  increase  them  by  the  interest  charge  and  Mr. 
Lance  had  assured  us  he  would  pay  us  all  costs  in  full  and  we 
collected  that  interest  at  a  later  time. 

Mr.  LaFalce.  Let  me  pursue  that  a  bit  because  you  were  charg- 
ing interest  as  of  June  1974  on  the  personal  locms,  but  you  weren  t 
charging  interest  and  debiting  the  accounts  for  the  campaign  com- 
mittee. Apparently  there  was  some  verbal  understanding.  Is  it 
correct  there  was  some  written  understanding  that  you  would  not 
debit  the  campaign  account  for  interest,  that  it  would  be  reim- 
bursed? 

Mr.  Henderson.  No,  sir. 

Mr.  LaFalce.  Precisely  what  was  your  understanding? 

Mr.  Henderson.  The  understanding  when  Mr.  Lance  entered 
that  campaign  for  Governor  was  that  he  would  reimburse  the  bank 
for  any  costs  incurred  by  the  bank. 

Mr.  LaFalce.  Yes,  but  insofar  as  the  personal  overdrafts  are 
concerned,  you  were  not  talking  about  reimbursement,  you  were 
charging  them  interest  as  of  the  date  of  the  overdraft  and  there 
was  some  difference  in  approach  between  personal  overdrafts  and 
campaign  overdrafts,  is  that  correct? 

m.  Henderson.  TUs  was  entirely  a  decision  on  my  part. 
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Mr.  LaFalce.  What  is  the  basic  difference  in  the  way  you  han- 
dled the  personal  overdrafts  and  the  campaign  overdrafts? 

Mr.  Henderson.  Frankly,  we  have  stated  it. 

Mr.  LaFalce.  Well,  restate  that  for  me.  I  am  really  unclear  as  to 
precisely  what  your  understanding  is  of  the  different  practices 
which  you  say  existed  for  personal  overdrafts  as  opposed  to  cam- 
pcugn  overdrafts.  You  stated  that  you  determined  there  should  be  a 
dimrent  approach.  What  was  that  different  approach? 

Mr.  Henderson.  Frankly,  Mr.  LaFalce,  I  had  even  forgotten  this 
until  the  young  lady  in  the  department  that  handled  this  told  me 
some  3  or  4  weeks  ago  when  she  and  I  had  a  conversation  in  the 
hall  and  she  asked  me,  was  there  an^  need  to  increase  that  over- 
draft when  we  knew  we  could  collect  it  at  the  end  of  the  campaign 
and  I  said,  let's  wait  and  collect  it  when  some  contributions  come 
in  and  not  increase  the  overdraft  and  that  is  just  as  clear  as  I  can 
put  it. 

Mr.  LaFalce.  Well,  there  is  a  distinction,  Mr.  Henderson,  be- 
tween the  coUection  of  what  is  owed  and  the  billing  for  what  is 
owed. 

Now,  you  apparently  billed  the  interest  owed  on  the  overdrafts 
on  the  personal  account  as  of  the  date  of  the  overdraft,  is  that 
correct? 

Mr.  Henderson.  We  did  it  monthly. 

Mr.  LaFalce.  You  did  not  do  it  monthly,  did  you,  for  the  cam- 
paign accounts? 

lor.  Henderson.  We  had  the  figures  and  we  had  them  available 
and  we  did  collect  the  money,  yes. 

Mr.  LaFalce.  That  is  not  my  question.  I  understand  you  colledr 
ed  the  money  subsequently,  retroiEurtively  with  hindsight.  But  as  of 
the  time,  I  am  curious  as  to  what  was  the  rule  of  Calhoun  National 
Bank  insofar  as  Mr.  Lance's  campaign  account  is  concerned,  and 
what  was  your  agreement 

Mr.  Henderson.  I  have  answered  that  as  definitively  as  I  know 
how  to  answer  it. 

Mr.  LaFalce.  I  suggest  that  that  is  not  very  definitive. 

Let  me  pursue  another  line  of  questioning,  Mr.  Henderson. 

During  your  term  as  president,  it  was  necessary  to  enter  into  an 
agreement  with  the  Comptroller's  Office.  That  agreement  was  en- 
tered into  in  December  1975.  The  agreement  was  terminated  by 
Mr.  Tarleton  in  November  1976. 

Mr.  Henderson.  Yes. 

Mr.  LaFalce.  During  the  period  of  that  agreement  did  you  or 
representatives  of  Calhoun  have  conversations  with  the  Office  of 
the  Comptroller  of  the  Currency,  either  Mr.  Tarleton  or  other 
individuals,  regarding  your  compliance  with  its  terms  and  your 
anticipated  or  hoped-for  termination  of  the  agreement? 

Mr.  Henderson.  Not  that  I  remember,  no,  sir. 

Mr.  Davis.  Perhaps  I  could  add  something  to  that.  Mr.  Hender^ 
son  was  on  vacation  in  May  1976.  Mr.  Ashley  Lee  came  by  on  a 
followup  visit.  Basically  we  went  over  the  agreement  point  by  point 
to  point  out  the  progress  we  had  made  in  the  various  areas  which 
were  criticized,  including  loans  and  other  matters  and  Mr.  Lee  was 
very  ccu-efiil  to — there  was  some  discussion  which  we  covered  this 
morning  about  the  capital  contribution  and  other  matters  in  there 
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and  we  did  discuss  the  agreement  and  what  we  had  done  to  not 
only  tnr  to  compW  with  the  letter,  but  with  the  spirit  of  it. 

Mr.  LaFalcb.  That  was  in  May  1976? 

Mr.  Davis.  Right. 

Mr.  LaFalcb.  There  were  subsequent  visitations.  For  example, 
when  Mr.  Tarleton  considered  the  question  of  terminating  the 
agreement  in  September  1976,  he  did  not  deem  it  advisable  to  do  so 
at  that  time  and  he  wanted  to  wait  at  least  until  the  October 
visitation. 

Now,  who  undertook  the  October  visitation  on  behalf  of  the 
Comptroller's  Office? 

Mr.  Davis.  I  don't  remember.. 

Mr.  LaFalce.  Wouldn't  there  have  been  conversation  in  October 
with  either  Mr.  Henderson  or  Mr.  Davis,  whenever  there  was  a 
visitation  by  the  Comptroller's  Office?  Would  not  that  examiner 
have  dealt  with  either  of  you  two  gentlemen? 

Mr.  Henderson.  Once  we  had  finished  complying  with  the  m^jor 
portions  of  that  agreement,  most  of  the  conversation  in  any  exam- 
mer  visitation  was  about  the  criticized  loana  and  the  progress  we 
were  making  on  them. 

Mr.  LaFalce.  Let  us  go  into  some  of  the  terms  of  that  agree- 
ment. For  example — I  guess  I  have  ffone  over  my  5  minutes. 

Chairman  St  Gerbiain.  Have  either  of  you  asked  the  Comptrol- 
ler's Office  about  the  agreement? 

Mr.  Davis.  I  had  no  objection  to  the  agreement. 

Chairman  St  Gerbiain.  It  didn't  bother  you,  did  it? 

Mr.  Davis.  It  just  called  for  sound  banking  practices. 

Chairman  St  Germain.  When  it  was  rescinded,  it  came  as  a 
surprise  to  you? 

Mr.  Henderson.  I  was  very  much  surprised  the  morning  I  got 
the  letter  rescinding  it. 

Mr.  Davis.  I  thmk  it  might  be  noted  our  directors  excerpted 
portions  of  the  agreement  aiKl  we  made  it  bank  policy  and  put  it  in 
our  minutes  that  we  would  continue  to  do  an  awful  lot  of  things  in 
the  agreement. 

Chairman  St  Gerbiain.  The  point  is,  you  didn't  feel  any  great 
need  for  that  rescission  at  that  time  and  you  did  not  request  it;  it 
came  as  a  surprise  to  all  of  vou  at  the  bank? 

Mr.  Davis.  Yes,  sir,  we  had  no  strong  feelings  one  way  or  the 
other. 

Chairman  St  Gerbiain.  Mr.  Rousselot. 

Mr.  Rousselot.  Mr.  Chairman,  I  appreciate  your  willingness  to 
be  here  today. 

Mr.  Guvton,  were  you  here  this  morning  when  we  had  the  dis- 
cussion of  the  agreement  between  the  Office  of  the  Comptroller  of 
the  Currency  and  the  Calhoun  First  National  Bank  of  Georgia? 

Mr.  GuYTON.  Yes,  I  was. 

Mr.  Rousselot.  Are  you  at  all  familiar  with  that  type  of  agree- 
ment when  a  bank  ib  evidently— well,  according  to  the  ''whereas" 
clauses  in  this  agreement,  it  says,  ''Whereas,  ue  Comptroller  be- 
lieves it  is  in  the  best  interests  of  the  bank  to  avoid  other  adminis- 
trative proceedings  in  order  to  comply  with  rules  and  regulations" 
and  so  forth.  You  are  familiar  with  those  agreements? 
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Mr.  GuYTON.  I  am  really  not,  other  than  what  I  have  read  in  a 
few  mstances  m  the  press  about  agreements  having  been  agreed  to 
between  r^^ulatory  agencies  and  various  banks. 

Mr.  RoussELOT.  I  notice  vou  have  been  chief  operating  officer  for 
both  the  National  Bank  of  Georsia  and  First  Mississippi*  National 
Bank.  You  have  never  been  asked  to  so  into  this  kind  of  agreement 
as  the  chief  operating  officer  of  a  bank? 

Mr.  GuYTON.  No,  sir. 

Mr.  RoussBLOT.  Would  you  consider  it  an  unusual  agreement? 

Mr.  GuYTON.  Well,  it  has  become  more  commonplace,  I  under- 
stand, over  the  last  few  years. 

Mr.  RoussELOT.  As  chief  operating  officer,  you  wouldn't  be  anx- 
ious to  have  one  of  those? 

Mr.  GuYTON.  I  would  not. 

Mr.  RoussBLOT.  Why  not? 

Mr.  GuYTON.  I  thii^  it  is  somewhat  of  an  indictmei^  of  a  bank 
and  its  banking  practices  and  policies. 

Mr.  ROUSSELOT.  It  is  somewhat  of  a  what? 

Mr.  GuYTON.  An  indictment  of  the  practices  and  policies  of  that 
particular  bank  and  it  suggests  more  improvements  that  they 
would  like  that  bank  to  make. 

Mr.  RoussBLOT.  It  seemed  very  severe  to  me,  this  one  that  I  have 
read,  and  I  iust  wondered,  as  a  chief  operating  officer  of  two 
different  banks,  how  you  would  approach  it  if  the  Comptroller  of 
the  Currency  came  to  you  and  asked  you  to  sign  and  your  bank 
directors  to  sign  such  an  acpreraient.  You  would  consider  it  a  seri- 
ous problem,  is  that  correct? 

Mr.  GuYTON.  Yes,  I  would. 

Mr.  ROUSSELOT.  You  heard  the  comments  of  the  Administrator  of 
the  region  today,  Mr.  Tarleton,  that— well,  Mr.  Tarleton,  I  will 
come  biack  to  you  since  you  are  here.  You  have  heard  the  state- 
ment now  of  Mr.  Guyton,  that  he  Considers  that  an  indictment  of 
the  bank  and  its  practices  and  policies.  He  would  so  consider  it,  as 
chief  operating  cmicer,  and  he  would  also  consider  that  there  were 
clearly  correctional  processes  required  of  the  bankr  Inasmuch  as  we 
have  now  had  a  chance  to  read  this  agreement,  I  was  very  much 
taken  by  ^our  statement,  this  morning  that  there  was  quite  a 
difference  m  the  situation  at  Calhoun  First  National  Bank  between 
1975  and  1976,  when  you  took  thiff  agreement  off. 

All  of  these  items  that  are  stated  in  this  agreement  require  a 
tremendous  amount  of  reporting  on  the  part  of  a  bank,  such  as 
weekly  reports  in  some  cases,  and  documents.  None  of  these  over- 
draft situations  turned  up  in  any  of  your  examinations  or  visita- 
tions when  you  had  such  a  tight  control  of  the  bank  under  this 
agreement? 

Mr.  Tarleton.  That  is  right. 

Mr.  RoussELOT.  None  of  that  turned  up  in  that  time  that  the 
agreement  was  in  effect? 

Mr.  Tarleton.  Not  only  in  the  reporting,  but  in  subsequent— I 
am  laboring  over  a  problem  I  might  have  on  disclosure  of  informa- 
tion that  I  am  not  at  liberty  to  disclose.  May  I  consult  my  attor- 
nev? 

Mr.  RoussELOT.  Because  of  what,  mandates  by  the  Justice  De- 
partment or  what? 


Digitized  by 


Google 


403 

Mr.  Tarleton.  Oh,  no. 

The  examiner's  visitation  and  examiner's  report  subsequent  to 
the  imposition  of  the  agreement  did  positively  state  that  there  had 
been  no  reoccurrences  of  the  overdraft  problem. 

Mr.  RoussELOT.  Even  among  the  family? 

Mr.  Tarleton.  That  is  right. 

Mr.  RoussELOT.  Was  this  information  withheld  from  your  exam- 
iners or  what? 

Mr.  Tarleton.  I  can't  address  myself  to  that,  but  I  know  the 
examiners  did  make  that  statement. 

Mr.  RoussELOT.  The  statement  was  made  between  the  time  this 
agreement  was  imposed  and  the  time  when  you  lifted  it,  is  that 
correct? 

Mr.  Tarleton.  That  is  exactly  correct. 

Mr.  RoussELOT.  Mr.  Chairman,  it  is  just  incredible  to  me  that 
under  this  agreement,  with  all  of  the  mandates  in  it  for  reporting 
that  all  of  this  could  have  gone  on  without  the  knowledge  of  the 
examiners.  I  am  now  talking  about  between  the  time  this  agree- 
ment was  imposed  in  December  1975  and  the  time  Mr.  Tarleton 
lifted  the  agreement  on  his  own  initiative  in  1976  a  few  days  before 
Mr.  Lcmce's  appointment. 

Mr.  Tarleton.  I  am  not  aware  of  any  overdraft  problems  subse- 
quent to  the  putting  on  of  the  agreement. 

Mr.  Henderson.  There  w^re  none,  sir. 

Mr.  Davis.  There  were  none,  sir. 

Mr.  RoussELOT.  Well,  I  will  just  repeat  what  the  agreement  says, 
"the  bank  shall  not  lend  money  or  otherwise  extend  credit  or 
provide  services  or  participate  in  any  manner  in  any  campaign  for 
a^  political  office  by  T.  Bertram  I^ance  or  a  campaign  for  political 
ofince  by  any  officer,  director,  or  any  other  person  associated  with 
the  bank  except  as  permitted  by  statute,"  and  then  it  goes  on,  ''All 
proposed  credits,  locms,  or  other  participation  in  the  campaign  for 
pohtical  office  by  T.  Bertram  Lance  or  any  other  officer,  director  or 
person  associated  with  the  bank  shall  have  prior  written  approval 
of  the  regional  administrator.  The  board  of  directors  shall  within 
90  daTO  provide  the  bank  with  a  new,  active,  capable,  senior  lend- 
ing officer." 

Was  that  complied  with? 

Mr.  Tarleton.  That  is  Mr.  Davis. 

Mr.  RoussELOT.  And  then  it  goes  into  great  detail  as  to  all  of  the 
family,  also. 

Now,  is  Mrs.  Lance  still  part  of  the  family? 

Mr.  Tarleton.  I  assume  so. 

Mr.  Henderson.  Mr.  Rousselot,  there  were  no  overdrafts  after 
the  date  we  signed  that  agreement.  They  were  cleared  out.  They 
were  gone. 

Mr.  Davis.  There  hasn't  been  a  one. 

Mr.  Rousselot.  That  isn't  the  information  we  have. 

Mr.  Tarleton.  Are  you  talking  about  overdrafts  at  Calhoun  First 
National  Bank  or  other  banks? 

Chairman  St  Germain.  Calhoun. 

Mr.  Tarleton.  I  am  aware  of  no  overdrafts  at  the  Calhoun  First 
National  Bank,  and  would  like  to  see  evidence  to  that  point. 
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Mr.  RoussELOT.  There  is  a  conflict  between  you  and  the  Comp- 
troller. 

Chairman  St  Gbrbiain.  In  the  Comptroller's  report— and  the 
chart  was  up  earlier,  January,  February,  March — in  April,  4-20-76, 
there  was  an  overdraft. 

Mr.  Henderson.  Mr.  Chairman,  I  beg  your  pardon.  There  were, 
as  best  I  remember,  and  I  checked  into  thi&— there  were  seven 
occasions. 

Chairman  St  Gerbiain.  How  many? 

Mr.  Henderson.  Seven.  One  of  which  as  best  I  remember  was  for 
49  cents. 

Chairman  St  Gerbcain.  Up  to  $1,428. 

Mr.  Henderson.  Two  of  those  were  caused  by  errors  by  our 
clerical  people  not  doing  what  thev  were  supposed  to  do  in  trans- 
fers of  mnds.  The  others  occurred  because  in  a  tranfer  arrange- 
ment with  the  National  Bank  of  Georgia  they  were  closed  on 
Saturday  and  we  are  open  on  Saturday.  If  that  is  what  we  are 
referring  to — ^but  those  are  the  only  ones  to  my  knowledge. 

Mr.  RoussELOT.  We  are  just  looking  at  the  Comptroller's  charts. 
That  is  all  we  can  go  by.  We  admit  the  information  we  have 
received  obviously  isn't  perfect.  Mr.  Bloom  has  stated  he  himself 
made  some  mistaken  judgments  in  the  statements  he  made  to  the 
Senate.  You  know,  those  things  do  occur. 

Mr.  Cleveland,  if  I  could,  section  G  of  the  Comptroller's  report, 
this  discusses  the  investment  management  agreement  between  the 
National  Bank  of  Georgia  and  the  Central  States,  Southeast  and 
Southwest  Areas  Pension  Fund— the  Teamsters  fund. 

On  March  31,  1976,  the  National  Bank  of  Georgia  signed  an 
agreement  to  manage  $17,500,000  for  the  Teamsters'  pension  fund. 
Under  the  agreement,  the  National  Bank  of  Georgia  received  fees 
only  for  the  management  of  the  account.  The  assets  of  the  fund 
were  to  be  held  by  American  National  Bank  and  Trust  Company  of 
Chicago,  ni. 

Then  another  fact. 

On  March  26, 1976,  there  was  a  special  National  Bank  of  Geoigia 
memorandum  from  Raymond  H.  Sapp,  vice  president  and  trust 
officer,  National  Bank  of  Georgia,  to  Mr.  Davis,  chairman  of  the 
trust  subcommittee,  states,  and  I  will  quote: 

One,  the  opportunity  for  our  trust  department  to  manage  this  sise  account  is 
certainly  a  rare  occasion.  This  size  account  is  very  difficult  to  obtain,  and  it  appears 
that  this  account  was  simply  given  to  us  as  a  result  of  the  influence  of  BCr.  Lance 
and  Mr.  Cleveland.  I  do  not  think  we  can  afford  to  pass  up  the  opportunity. 

Two,  there  are  certain  risks  that  mav  come  with  the  account,  but  we  are  m 
business  to  accept  responsibilities  and  risks.  I  do  not  feel  that  we  can  afford  to  turn 
down  the  account  provided  we  are  charging  a  reasonable  fee  for  our  services. 

I  assume  that  would  be  a  better  fee  than  Mr.  Lance  was  charged. 

Now,  the  questions  are,  Why  do  you  suppose  the  National  Bank 
of  Georgia  was  selected  by  the  Teamsters  to  manage  part  of  the 
Central  States  account?  Does  anybody  want  to  attempt  that? 

Mr.  Cleveland.  Yes,  I  will  attempt  it.  That  Teamsters'  pension 
fund  account  is  my  account.  I  solicited  it.  I  went  to  Chicago  to  get 
it.  It  is  not  an  account  to  be  ashamed  of 

Mr.  RoussELOT.  I  didn't  say  there  was  anything  to  be  ashamed  of. 

Mr.  Cleveland.  I  didn't  say  you  did  say  that.  That  account  is 
from  the  working  people  that  are  members  of  the  Teamsters'  fund. 
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It  was  handled  on  a  professional,  first-class,  conservative  basis.  It 
was  done  on  a  bid  basis.  The  trustees  awarded  those  accounts  to 
the  banks  they  thought  were  well  qualified  to  handle  it  in  geo- 
graphical areas. 

Mr.  RoussELOT.  We  understand  some  banks  on  the  original  list 
declined  to  manage  the  Central  States  assets  under  the  conditions 
upon  which  the  fund  insisted;  namely,  that  they  serve  as  manager 
only,  and  not  as  custodian.  Can  you  explain  why? 

Mr.  Cleveland.  Yes,  sir,  I  certainly  can.  That  is  a  matter  of  pure 
ego.  I  was  mad  as  hell  about  it.  I  didln't  want  another  bank  manag- 
ing funds  that  we  had  the  responsibility  for  managing.  I  wanted 
them  in  our  possession,  in  our  vault,  under  our  control.  I  almost 
declined  the  account  because  we  could  not  get  them  to  agree  to  do 
that. 

On  the  other  hand,  there  was  every  evidence  that  the  bank  in 
Chicago  which  did  handle  it  had  a  strong  reputation  in  the  man- 
agement and  as  custodian  of  funds  of  this  nature  and  I  was  finally 
persuaded  to  leave  the  funds  with  them. 

Mr.  RoussELOT.  Have  the  officials  of  the  Teamsters'  Union  or 
Teamsters'  pension  fund  received  any  loans  from  the  National 
Bank  of  Georgia  since  December  23, 1975? 

Mr.  Cleveland.  Not  to  my  knowledge,  none  whatsoever. 

Mr.  RoussELOT.  Would  anyone  else  care  to  comment  on  that? 

Mr.  Leach.  Would  the  gentleman  yield. 

Mr.  RoussELOT.  Yes,  I  would  be  glad  to  yield. 

Mr.  Leach.  Has  the  Teamsters'  pension  fund  loaned  any  money 
to  any  officers  or  directors  of  the  National  Bank? 

Mr.  Cleveland.  No,  sir,  they  have  not. 

Mr.  Leach.  Thank  you. 

Chairman  St  Gerbiain.  I  was  going  to  observe — I  wouldn't  be  too 
eager  to  answer  that  question  because  it  seems  to  me  some  of  your 
officers  in  the  past  hiave  not  disclosed  to  the  board  of  directors 
their  locms  that  they  have  taken  out  in  contravention  of  the  re- 
quirements. 

Mr.  Cleveland.  That  may  be  true  in  one  or  two  instances.  But 
for  the  most  part  I  can  assure  you  the  officers  of  the  National 
Bank  of  Georgia  did  consistently  report  their  loana  to  the  board  of 
directors. 

Mr.  ROUSSELOT.  OK.  Did  any  one  receive  finders  fees  from  the 
board  of  directors? 

Mr.  Cleveland.  No,  sir,  not  to  my  knowledge.  Certainly  nobody 
connected  with  the  bank  did. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

Chairman  St  Gerbsain.  Mr.  Derrick? 

Mr.  Derrick.  Thank  you,  Mr.  Chairman. 

I  know  how  bad  these  gentlemen  want  to  get  back  to  Georgia;  I 
can  understand  that. 

Chairman  St  Gerbsain.  As  a  matter  of  fact,  I  don't  think  they 
even  wanted  to  come  here. 

Mr.  Derrick.  I  am  sure  there  are  probably  at  least  a  million 
places  they  can  think  of  in  the  next  5  minutes  they  would  rather 
be,  the  first  one  being  Calhoun,  Ga. 

I  want  to  ask  the  gentlemen  with  the  National  Bank  of  Georgia 
first  a  couple  of  questions — a  question. 
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Mr.  Guyton  and  Mr.  Cleveland,  can  you  state  without  any  reser- 
vation that  there  is  no  connection  between  those  correspondent 
bank  balances  and  the  loana  that  were  made  to  Mr.  Lance? 

Mr.  Cleveland? 

Mr.  Cleveland.  No,  sir,  I  cannot  make  that  statement.  I  wasn't 
present  when  those  loana  were  arranged.  I  have  no  knowledge  of 
the  details  of  those  loana. 

Mr.  Derrick.  How  about  you,  Mr.  Guyton? 

Mr.  Guyton.  I  have  no  knowledge  of  the  circumstances  r^arding 
the  accounts  or  the  loana.  I  have,  however,  asked  each  of  the  senior 
officers  of  the  bank  if  they  were  aware  of  anv  relationship  between 
the  loans  and  the  balances  in  these  particular  accounts,  and  they 
said  they  knew  of  none. 

Mr.  Derrick.  I  think  you  all  were  ready  for  that  question. 

Tlie  thing  that  bothers  me— as  I  look  at  those  charts  I  think  that 
any  reasonable  person  would  at  least  have  to  ask  that  question. 
Can  you  sit  there  and  tell  me  as  far  as  you  know  there  is  no 
connection  whatsoever?  You  were  made  president  of  the  bank  on 
May  1.  I  don't  guess  any  of  these  loana  were  made  since  you  have 
been  president. 

Mr.  Guyton.  No,  they  have  not  been. 

Mr.  Derrick.  Is  there  anyone  in  the  room  who  is  qualified,  who 
was  the  chief  executive  ofincer  at  that  time,  to  answer  that  ques- 
tion? 

Mr.  Cleveland.  I  was  the  chief  executive  officer  at  that  time, 
but  I  cannot  answer  the  question  because  I  do  not  know  the  details 
of  those  loan  n^otiations.  I  simply  don't  know. 

Mr.  Derrick.  Mr.  Cleveland,  is  it  a  general  practice  in  your  bank 
to  negotiate  correspondent  accounts  of  that  size  without  the  knowl- 
edge of  the  chief  executive  officer? 

Mr.  Cleveland.  It  has  been  negotiated  up  to  certain  levels  before 
presenting  it  to  me,  yes.  This  is  not 

Mr.  Derrick.  Is  this  common  practice? 

Mr.  Cleveland.  Yes,  it  is,  because  what  happens  is  the  calling 
officers  from  other  banks  come  in.  They  don't  always  come  to  mv 
office  first.  They  normally  go  to  other  officers  of  the  bank,  talk 
about  special  services  they  can  provide,  try  to  do  a  selling  job  at 
that  level,  and  then  try  to  get  those  senior  officers  to  come  to  me, 
to  do  a  selling  job  with  them. 

Most  frequently  negotiations  or  discussions  or  this  type  of  thing 
take  place  at  a  lower  level  of  management  and  work  their  way  up. 
But  1,  as  chief  executive  officer  of  my  bank,  usually  made  the 
recommendation  to  the  board  of  directors  to  change  correspondent 
bank  accounts  or  to  open  new  bank  accounts. 

Mr.  Derrick.  Mr.  Cleveland,  I  am  sure,  although  I  don't  know 
you,  that  you  are  a  reasonable  man  and  apparently  have  been  veiy 
successful  in  your  profession.  Can  you  look  at  those  charts  and  teU 
me  that  it  doesn't  raise  any  question  in  your  mind  about  there 
being  some  relationship  between  those  loana  and  those  bank  bal- 
ances? 

Mr.  Cleveland.  I  can  only  tell  you  that  based  on  what  Mr. 
Guyton  has  said  and  the  information  which  we  received,  that  in 
the  case  of  the  C.  &  S.  bank  correspondent  bank  arrangement,  that 
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that  was  done  purely  on  a  professional  level  based  on  the  recom- 
mendations of  independent  consultants. 

Mr.  Derrick.  Mr.  Cleveland,  who  in  your  bank  could  I  ask  that 
question  of  who  would  have  made  that  decision,  who  could  give  me 
a  yes  or  no  answer? 

Mr.  Cleveland.  That  would  have  made  the  recommendation? 

Mr.  Derrick.  That  is  right.  Who  handled  the  setting  up— — 

Mr.  Cleveland.  Of  the  correspondent  relationship  with  the 
C.  &  S.? 

Mr.  Derrick.  Not  only  with  the  C.  &  S.  I  am  talking  about  the 
Continental  Illinois  and  Manufacturers  Hanover. 

Mr.  Cleveland.  I  can  certainly  respond  to  one  of  them. 

Mr.  Derrick.  I  would  be  happy  to  hear  it. 

Mr.  Cleveland.  The  Manufacturers  Hanover  I  can  respond  to 
from  personal  knowledge. 

Mr.  Derrick.  All  right. 

Mr.  Cleveland.  I  was  present  during  the  discussions  and  the 
negotiations  to  change  that  relationship  to  Manufacturers  Hanover 
Bank,  and  it  was  based  purely  on  the  services  that  they  could 
provide,  that  we  had  not  been  able  to  get  in  a  satisfactory  manner 
from  other  correspondent  banks. 

Mr.  Derrick.  So  what  you  are  telling  me — and  I  am  not  question- 
ing you,  but  I  want  to  make  sure  I  understand  it — is  that  in  April 
1975  you  had  on  deposit  no  dollars  with  Manufacturers  Hanover? 

Mr.  Cleveland.  Tliat  is  right. 

Mr.  Derrick.  And  that  in  June  of  the  same  year  there  was 
$2,700,000  on  deposit  with  that  bank  and  on  June  30  that  bank 
made  to  Mr.  Lance  a  loan  of  $2,600,000.  There  is  no  connection 
whatsoever. 

Mr.  Cleveland.  I  am  not  saying  there  is  no  connection  whatso- 
ever. I  don't  know  that.  But  I  know  that  the  correspondent  bank 
relationship  with  our  bank  was  not  opened  on  that  basis. 

Mr.  Derrick.  Was  there  anything  down  the  line  that  formed  in 
the  relationship  there  that  you  are  aware  of? 

Nbr.  Cleveland.  In  relation  to  what? 

Mr.  Derrick.  The  loan  and  the  balance. 

Mr.  Cleveland.  Not  that  I  am  aware  of.  The  balances  that  you 
see  there  are  gross  balances,  not  net,  collected  usable  balances. 
That  total  amount  of  money  shown  on  those  balances  is  not  neces- 
sarily available  to  Manufacturers  Hanover. 

Mr.  Derrick.  I  understand  the  duties  of  a  correspondent  bank, 
Mr.  Cleveland.  But  you  can  tell  me  by  looking  at  that  chart  that 
there  is  no  relationship  whatsoever  between  the  two? 

Mr.  Cleveland.  No,  I  cannot  say  that.  I  can  say  that  it  was 
not — it  was  not  a  condition  to  us  opening  that  account  with  Manu- 
facturers Hanover,  and  balances  and  loans  in  connection  with 
opening  that  account  were  not  discussed  in  that  original  meeting. 

Mr.  Derrick.  All  right.  If  it  wasn't  a  condition  of  opening  the 
account,  was  there  anything  that  happened  after  the  account  was 
opened  that  would  have  made  that  account  a  consideration  for  that 
loan  that  you  are  aware  of? 

Mr.  Cleveland.  That  was  not  discussed  with  me  at  all. 

Mr.  Derrick.  Are  you  aware  of  anyone  that  it  was  discussed 
with? 
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Mr.  Cleveland.  No,  I  am  not. 

Mr.  Derrick.  Do  you  have  any  further  knowledge  about  it  what- 
soever? 

Mr.  Cleveland.  No,  I  do  not. 

Mr.  Derrick.  Who  in  your  bank,  if  anyone,  could  give  us  a  yes  or 
no  answer  to  that? 

Mr.  Cleveland.  I  don't  know  of  anyone  that  could.  To  my  knowl- 
edge, the  relationship  between  the  loan  and  the  correspondent 
account  was  never  discussed  by  anybody  in  our  bank. 

Mr.  Derrick.  All  right.  So,  what  ^ou  are  telling  me  is  that  it  was 
just  a  coincidence  that  the  funds  jumped  at  about  the  same  time 
the  loan  was  made? 

Mr.  Cleveland.  I  just  don't  know,  really.  The  relationship  be- 
tween the  balances  I  do  not  believe  have  any  bearing  whatsoever  to 
the  making  of  the  loan  when  it  was  made. 

Nbr.  Derrick.  And  there  is  no  one  in  your  bank  that  could 
furnish  us  with  that  information? 

Mr.  Cleveland.  I  wouldn't  think  so. 

Mr.  Derrick.  As  far  as  you  know — and  I  address  this  question  to 
you,  Mr.  Guyton,  as  weU— there  is  no  relationship  whatsoever  be- 
tween the  instigation  of  these  accounts— when  they  were  originally 
started,  made  correspondent  banks — and  anything  that  happened 
there^Btfter,  that  would  connect  the  loana  that  were  made  to  Mr. 
Lance  with  the  balances  that  were  on  hand  with  your  correspond- 
ing banks? 

Mr.  Cleveland.  I  can  answer  that  from  my  standpoint.  To  the 
best  of  my  knowledge  there  was  none  whatsoever. 

Mr.  DERRICK.  Is  the  best  of  your  knowledge  absolute? 

Mr.  Cleveland.  It  would  not  be  absolute.  You  have  to  recall 
there  was  an  interim  period  of  time  in  which  I  was  not  daily 
involved  in  the  bank. 

Mr.  Derrick.  You  don't  know  of  your  own  knowledge  of  any 
relationship? 

Mr.  Clei^land.  I  have  no  knowledge  of  any  relationship  between 
those  loana  and  the  account. 

Mr.  Derrick.  Directly  or  indirectly? 

Mr.  Cleveland.  Directly  or  indirectly. 

Mr.  Derrick.  How  about  you? 

Mr.  Guyton.  I  know  of  none. 

Mr.  Derrick.  Directly  or  indirectly? 

Mr.  Guyton.  That  is  right. 

Mr.  Derrick.  Is  there  anyone  in  your  bank— if  this  knowledge 
was  available— that  would  be  in  a  better  position  to  give  it  to  us 
than  either  one  of  you  two  gentlemen?  I  believe  Mr.  Lance  resigned 
as  the  chief  executive  officer  and,  Mr.  Cleveland,  you  took  over,  is 
that  correct? 

Mr.  Cleveland.  Yes,  I  did. 

Mr.  Derrick.  Is  there  anyone  else  in  your  bank? 

Mr.  Guyton.  I  would  not  think  so,  no. 

Mr.  Derrick.  All  right. 

Mr.  Davis  and  Mr.  Henderson,  how  old  is  your  bank  in  Calhoun? 

Mr.  Henderson.  I  believe,  Mr.  Derrick,  it  is  65  or  66  years  old. 

Mr.  Derrick.  Mr.  Davis,  I  take  it  you  are  related  to  Mrs.  Lance. 
What  is  her  maiden  name? 
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Mr.  Davis.  Her  name  is  David,  and  mine  is  Davis. 

Mr.  Derrick.  I  am  sorry. 

Mr.  Davis.  I  am  not  related  at  all,  I  assure  you. 

Mr.  Henderson.  Mr.  Davis  came  to  our  bank  in  response  to  this 
agreement  we  have  been  talking  about. 

Mr.  Derrick.  That  was  an  oversight  on  my  part.  I  am  sorry. 

You  say  that  this  has  been  a  pretty  consistent  practice  of  over- 
drafts by  directors  of  your  bank  for  a  long  time,  is  that  correct? 

Mr.  Henderson.  By  some  few— not  all. 

Mr.  Derrick.  Were  they  generally  in  this  amount? 

Mr.  Henderson.  No,  sir. 

Mr.  Derrick.  This  was  an  unusual  situation? 

Mr.  Henderson.  Yes,  it  had  gotten  unusually  high,  yes. 

Mr.  Derrick.  Did  you  have  any  written  agreement  with  any  of 
the— I  guess  they  would  be  referred  to  as  overdraftees— did  you 
have  a  bank  note  or  anything  that  would 

Mr.  Henderson.  No,  we  did  not. 

Mr.  Derrick.  But  you  did  have  a  firm  understanding  with  them, 
I  am  sure,  that 

Nbr.  Henderson.  Of  the  circumstances,  and  at  no  time  did  I  think 
we  were  going  to  lose  an^  money,  which  we  did  not. 

Mr.  DrauucK.  I  was  going  to  ask  you  that  question.  How  long  has 
Bfr.  Lance  done  business  with  your  bank? 

Mr.  Henderson.  Mr.  Derrick,  I  have  been  working  there  24 
years,  and  he  beat  me  there  by  2  years.  So  he  has  been  there 

Mr.  Derrick.  Have  you  ever  lost  a  dime  on  any  one  of  those 
loans? 

Mr.  Henderson.  No,  sir. 

Mr.  Derrick.  Was  he  capable,  in  your  judgment,  of  paying  back 
his  overdrafts  without  question. 

Mr.  Henderson.  Yes,  sir. 

Mr.  Derrick.  Were  the  other  members  of  his  wife's  family  capa- 
ble of  paying  back  the  overdrafts? 

Mr.  Henderson.  They  not  only  were,  they  did. 

Mr.  Derrick.  I  understcuid  that,  but  there  was  no  question  in 
your  mind? 

Mr.  Henderson.  No,  sir. 

Mr.  Derrick.  I  assume  they  are  very  prominent  people 

Mr.  Henderson.  I  told  you  this  morning  I  do  not  approve  of  it. 
But  at  the  same  time  I  did  not  think  we  would  lose  any  money,  and 
we  did  not. 

Mr.  Derrick.  I  have  got  along  with  Mr.  Mattox  with  these  kinds 
of  Southern  banking  practices.  Overdrafts  are  not  usual  things.  But 
there  is  one  thing  I  would  like  to  get  back  to,  and  then  I  will  turn 
it  over. 

What  I  cannot  understand — and  Mr.  LaFalce  asked  about  this — I 
can  understcmd  that  Mr.  Lance  was  connected  with  the  bank,  and 
a  member  of  the  family,  and  he  was  running  for  Governor,  and 
that  you  would  let  him  overdraft  with  the  understanding  he  would 
pay  it  up  with  interest. 

I  really  cannot  understcuid  how  you  let  the  rest  of  these  accounts 
go  for  so  long  without  charging  any  interest  on  them.  That  is  the 
one  thing  that  I  find 
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Mr.  Henderson.  Mr.  Derrick,  we  did  not  charge  any  customer 
any  interest  up  until  June  1974.  At  that  time  we  started  on  every- 
body alike. 

Mr.  Derrick.  Whether  they  were  stockholders  or 

Mr.  Henderson.  It  didn't  matter. 

Mr.  Derrick.  You  didn't  carry  overdrafts  for  6  or  8  months  for 
everyone,  though? 

Mr.  Henderson.  No,  no. 

Mr.  Derrick.  And  this  was  just  a  practice  of  the  bank,  not  to 
charge  interest  on  long-term  overdrafts? 

Mr.  Henderson.  Yes. 

Mr.  Derrick.  I  think  I  will  relinquish  the  rest  of  my  time.  I 
thank  the  gentleman  very  much.  I  wish  you  a  safe  trip  back  home. 

Chairman  St  Gerbiain.  Mr.  Mattox? 

Mr.  Mattox.  Mr.  Henderson,  I  was  not  here  at  the  besinnin^  of 
your  testimony.  Have  you  been  associated  with  other  hanks  besides 
the  Calhoun  bank? 

Mr.  Henderson.  No,  sir,  this  is  the  only  bank  I  have  ever  worked 
in. 

Mr.  Mattox.  Could  you  give  me  some  idea  of  the  size  of  the 
overdrafts  that  might  relate  to  someone  other  than  the  ones  we 
have  heard  testimony  about — ^the  ones  related  to  Bert  Lance  or  his 
family? 

Do  you  have  any  idea  as  to  the  size  or  duration  of  other  over- 
draft type  accounts? 

Mr.  Henderson.  Mr.  Mattox,  if  you  will  divide  the  number  of 
family  members  into  the  total  and  get  it  down  to  that,  we  quite 
frequently  have  people  that  might  be  overdrawn,  but  not  for  the 
constancy  of  these  accounts. 

Mr.  Mattox.  You  had  some  with  very  sizable  overdrafts. 

Mr.  Henderson.  Yes. 

Mr.  Mattox.  Was  that  a  type  situation  where  you  knew  the 
family?  How  big  is  Calhoun,  6a. 

Mr.  Henderson.  About  5,000  people. 

Mr.  Mattox.  You  know  about  half  the  people  in  town? 

Mr.  Henderson.  I  know  about  all  of  them. 

Mr.  Mattox.  You  know  which  ones  will  pay  you  and  which  ones 
won't? 

Mr.  Henderson.  Yes,  sir. 

Mr.  Mattox.  Probably  from  long  experience. 

Mr.  Henderson.  Yes,  sir. 

Mr.  Mattox.  I  have  been  related  at  times  to  some  of  these 
smaller  banks  in  Texas,  and  I  know  overdrcdtinK  is  a  verv  common 
practice,  particularly  as  it  relates  to  the  elderly.  The  elderl>  fre- 
quently overdraft  their  accounts,  and  the  bank  may  pick  it  up 
sometime  later,  when  they  get  their  social  security  check  in  later. 

Is  that  the  way  you  woiud  do  it? 

Mr.  Henderson.  Yes. 

Mr.  Mattox.  And  that  has  been  a  common  practice? 

Mr.  Henderson.  Ever  since  I  have  been  there,  ves. 

Mr.  Mattox.  Are  there  any  other  banks  in  Calhoun,  6a.? 

Mr.  Henderson.  One  smaller  bank. 

Mr.  Mattox.  Do  they  follow  a  similar  practice,  do  you  know? 

Mr.  Henderson.  I  can't  answer  that. 
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Mr.  Mattox.  Mr.  Davis,  at  what  other  kinds  of  banks  have  you 
worked? 

Mr.  Davis.  I  was  with  the  Citizens  &  Southern  National  Bank  for 
about  12  years,  and  before  that  the  First  National  of  Atlanta  for  a 
couple  of  years. 

Mr.  Mattox.  Are  you  familiar  with  the  overdrafting  policies  of 
some  other  banks  in  Georgia? 

Mr.  Davis.  I  am  familiar  with  the  Citizens  &  Southern  policy. 

Mr.  Mattox.  Do  they  allow  overdrafts? 

Mr.  Davis.  Yes.  They  had  a  form  for  the  amount  of  time  your 
account  would  be  open.  It  would  pay  your  account  up  to  a  certcdn 
set  amount. 

Mr.  Mattox.  What  kind  of  charges  on  overdrafts? 

Mr.  Davis.  $5  a  check.  There  was  no  interest  charge.  Straight  $5 
a  check. 

Mr.  Mattox.  How  quick  did  you  have  to  pay  it  off?  How  quick 
did  you  have  to  cover  your  overdraft?  Do  you  understand  what  I 
mean? 

Mr.  Davis.  Yes,  I  do.  Each  branch  or  whatever  unit  you  want  to 
call  would  get  a  monthly  listing  of  overdrafts.  If  there  were  any 
sizable  ones,  basically  you  were  expected  to  contact  the  customer 
and  try  to  get  it  covered.  If  it  were  a  modest  amount,  $40,  $50,  we 
usually  let  it  ride  a  while. 

Mr.  Mattox.  You  have  a  situation  where  someone  has  an  over- 
draft privilege,  where  they  understood  they  could  overdraft  what^ 
ever  they  want  to,  but  it  would  mean  having  to  pay  a  certcdn 
interest  rate  on  that  overdraft? 

Mr.  Davis.  Yes,  sir,  but  it  was  considerably  more  formalized  in  a 
larger  bank.  You  actually  signed  up  for  a  preapproved  line  of 
credit.  You  use  your  regular  checks,  and  overdraw,  and  it  auto- 
matically turned  into  a  loan. 

Mr.  Mattox.  I  think  that  has  been  the  practice  in  Texas. 

Mr.  Davis.  Yes,  sir. 

Mr.  Mattox.  Overdrafting  is  not  an  unheard  of  thing  in  some 
areas.  Is  it  a  pretty  consistent  practice? 

Mr.  Davis.  No,  sir,  particularly  when  you  know  who  you  are 
dealing  with.  It  says  something  about  what  your  banker  thinks 
about  yo.u  really.  If  he  bounces  your  check  his  opinion  of  you  is  not 
too  high,  to  be  honest  about  it. 

Mr.  Mattox.  I  know  several  times— I  have  known  bankers  to  call 
somebody  and  say. 

I  don't  want  to  return  your  check,  I  am  going  to  extend  a  loan  for  x  amount  to 
cover  this  check,  and  you  just  come  in  and  pay  it  off  whenever  you  want  to. 

Have  you  seen  that  done  before? 

Mr.  Davis.  I  don't  quite  think  I  have  seen  that  done. 

Mr.  Mattox.  Let  me  ask  you  this.  You  know,  the  hearings  that 
we  have  been  having  have  been  directed  to  a  great  extent  at  Bert 
Lance  and  Bert  Lance's  problems,  and  whether  or  not  he  is  or  is 
not  qualified  to  be  in  the  position  he  is  now  holding. 

By  and  large,  I  think  the  puipose  that  we  started  these  hearings 
was  to  try  to  get  at  the  question  of  some  of  the  overall  banking 
practices,  and  if  there  slK)uld  be  some  remedies  that  should  be 
taken  in  relationship  to  some  of  the  problems  that  existed  that  Mr. 
Lance's  case  perhaps  has  brought  out. 
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I  am  wondering,  would  you  have  a  recommendation  for  this 
committee  that  would  deal  with  the  overdraft  problem?  Do  you 
think  it  is  not  really  a  problem?  You  think  it  is  prettv  well  man- 
aged? Do  you  think  there  should  be  any  kinds  of  legislative 
changes? 

Mr.  Davis.  I  really  could  not  speak  to  a  subject  that  complex. 
One  thing  I  think  we  ought  to  bring  out,  I  haven't  heard  anywnere 
this  morning,  is  that  Mr.  Bloom  and  Mr.  Tarleton's  examiners 
were  very  thorough,  very  professional,  and  very  capable  on  the 
working  level  banker. 

Those  are  the  folks  that  I  deal  with,  rather  than  Mr.  Bloom  or 
someone.  They  were  a  great  deal  of  assistance  to  us  and  they  were 
knowledgeable.  They  did  an  awful  lot  to  help  us  overcome  some 
serious  problems. 

I  think  we  would  be  remiss  if  we  didn't  admit  that  when  we  see 
something  we  can  appraise  it. 

Mr.  Mattox.  Let  me  ask  my  question  again.  Do  you  think  that 
there  is  any  specific  legislation  that  really  needs  to  be  enacted  to 
deal  with  the  overdraft  type  problem?  For  instance,  you  think  we 
should  require  that  there  be  some  kind  of  actual  executed  loan 
agreement  before  a  bank  should  be  permitted  to  overdraft  on  ac- 
counts, allow  overdrafts  to  exist? 

Mr.  Davis.  To  be  honest,  I  probably  don't  have  a  broad  enough 
perspective  to  say  what  the  law  ought  to  be  for  evervbody.  I  have 
been  sort  of  busy  looking  after  Calhoun.  But  it  may  be  that  habit- 
ual overdrafts  in  large  amounts,  there  might  be  some  prohibition 
against  them.  I  really  haven't  thought  that  one  out. 

Mr.  Mattox.  You  think  it  mi^ht  be  necessary  to  require  if  there 
is  going  to  be  any  kind  of  overdrafting,  particularly  if  it  exceeds  a 
certain  amount  on  an  account,  there  would  have  to  be  written 
executed  agreements  for  the  overdraft  privilege? 

Mr.  Henderson.  We  found  out  they  can  get  your  attention. 

Mr.  Mattox.  Of  course,  I  am  not  trying  to  trick  you  into  saying 
anything.  We  are  searching  for  an  answer.  Considering  the  size  of 
Mr.  Lance's  assets,  if  I  were  a  banker  I  don't  think  I  would  have 
been  concerned  about  a  $100,000  overdraft.  I  think  that  that  would 
probably  have  been  adequate  considering  the  kind  of  finances  the 
man  had.  But  there  are  some  times  when  you  get  yourself  into 
trouble. 

Let  me  pursue  one  ftui;her  line  of  questioning.  This  is  one  I 
would  like  to  direct  to  Mr.  Cleveland. 

Mr.  Cleveland,  from  my  knowledge  of  banking  practices,  it  is  not 
an  unusual  occurrence  for  a  large  corporation,  or  the  officers  of  a 
large  corporation,  to  come — most  of  tne  time  when  they  want  to 
borrow  money — to  the  bank  or  firequently  come  to  the  bank  that  is 
handling  the  corporation's  account. 

That  is  not  an  uncommon  experience.  Is  that  generally  true? 

Mr.  Cleveland.  That  is  correct. 

Mr.  Mattox.  From  nw  knowledge  of  the  situation,  I  know  prior 
to  about  1972  or  1973  frequently,  particularly  larger  banks  made 
loans  to  those  officers  sometimes  below  the  prime  rate  specifically 
in  an  effort  to  tr^  to  keep  them  happy  with  the  bcuik  and  try  to 
keep  the  corporation's  accounts  in  the  bank. 

Have  you  had  experience,  seen  that  happen  before? 
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Mr.  Cleveland.  Yes,  I  have. 

Bfr.  Mattox.  I  would  say  generally  that  that  practice  has  not- 
making  a  favorable  interest  rate  loan  has  not  changed  particularly, 
but  it  nas  changed  to  where  now  probably  the  best  loan  that  you 
get  is  probably  a  prime  rate  loan. 

Mr.  Cleveland.  That  is  correct. 

Bfr.  Mattox.  But  it  is  still  pretty  general— I  mean  it  is  a 
common  banking  practice  right  now  that  if  you  are  a  mcgor  officer 
of  a  corporation  and  that  corporation  maintains  a  noninterest- 
bearing  account,  or  some  other  kind  of  account  there,  compensate 
ing  balanoes  in  some  form,  that  the  bank  itself  will  make  loans  to 
you  at  a  very  favorable  rate. 

Is  that  generally  the  case? 

Mr.  Cleveland.  I  think  that  is  generally  true. 

Bfr.  Mattox.  OK.  Two  lines  of  questioning,  two  thoughts  I  have 
about  it.  Would  you  tend  to  think  that  the  idea  of  Bert  Lance  going 
to  borrow  money  from  a  correspondent  bank,  a  bank  that  particu- 
larlv  had  sizable  loan  limits,  do  you  think  that  would  be  an  unusu- 
al ming,  or  do  you  think  that  would  be  a  normal  practice  for  most 
banking  (rfficers? 

If  you  didn't  want  to  borrow  money  specifically  from  your  own 
bank,  vou  wanted  to  go  borrow  it  someplace  else,  it  would  be  a 
normal  practice  to  borrow  it  from  a  bank  that  you  have  a  corre- 
sponding relationship  with. 

Mr.  CuvELAND.  I  think  that  is  pretty  accurate. 

Mr.  Mattox.  And  that  is  generally  what  happens,  isn't  it? 

Mr.  CuvELAND.  That  is  correct. 

Mr.  Mattox.  So  that  is  not  really  out  of  the  ordinary? 

Mr.  CuvELAND.  No,  it  is  not. 

Mr.  Mattox.  Do  you  think  that  we  are  in  need  of  any  kind  of 
l^pdation  to  deal  with  the  situation  where  banks  are  granting 
favorable  loan  rates  to  these  corporate  officers  because  the  officers 
are,  you  know,  really  trying  to  stay  in  good  with  them,  to  keep 
thrir  accounts  in  your  bank — not  your  bank,  but  any  other  bank? 

Do  you  think  we  need  any  kind  of  legislation  to  deal  with  that  in 
particular? 

Bfr.  CuvELAND.  Let  me  go  back.  I  never  suggested  that  these 
favorable  loans,  as  far  as  tiie  interest  rate  was  concerned,  were 
neoeesarily  made  because  of  the  balances  maintained  by  the  corpo- 
ration. The  primary  consideration  is  the  repayment  of  the  loan 
itaelf. 

Bfr.  Mattox.  Sure. 

Mr.  CuvELAND.  Whether  they  have  a  balance  in  our  bank  or 
not,  that  has  to  be  our  first  criterion.  Our  experience  has  been, 
however,  that  executives  of  mcgor  corporations  that  do  bank  with 
us  are  also  the  best  credit  customers  that  we  have,  because  there 
are  opportunities  to  collect  loans  from  this  particular  group  of 
people  which  might  not  exist  in  other  circumstances. 

So,  taking  that  into  consideration,  I  would  say  yes,  that  we  do 
not  need  any  legislation  whatsoever  in  this  area  in  my  opinion.  I 
do  think,  however,  if  you  will  excuse  me,  that  it  is  an  area  in 
winch  the  regulatory  authorities  may  take  stronger  looks  in  the 
future  than  they  may  have  taken  in  the  past,  to  determine  for 
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themselves  if  there  are  excesses  in  these  areas,  and  it  is  possible  to 
have  excesses  in  these  areas  as  it  is  in  any  other  area  of  banking. 

Mr.  Mattox.  I  thoroughly  understand  the  first  thing  you  are 
interested  in  is  getting  your  money  back. 

Mr.  Cleveland.  That  is  right. 

Mr.  Mattox.  But  taking  all  things  equally,  one  of  the  reasons 
that  the  individuals  get  a  much  lower  rate  is  also  wanting  to 
maintain  that  good  relationship  with  the  corporation. 

Mr.  Cleveiand.  That  is  a  mcgor  part  of  the  consideration,  no 
question  about  it. 

Mr.  Mattox.  But  you  think  that  area  would  be  most  difficult  to 
legislate  in,  and  you  doubt  we  could  adequately  cover  it? 

Mr.  Cleveland.  I  think  you  very  well  might— any  sort  of  legisla- 
tion in  this  area  could  create  I  think  possibly  a  larger  bag  of  worms 
than  we  have  right  now. 

Mr.  Mattox.  Do  you  think  perhaps  a  reasonable  remedy  for  any 
kind  of  abuse  would  be  the  ftill  disclosure  of  these  type  loans, 
either  to  stockholders  or  to  the  public  in  general  in  the  financial 
statement  of  the  bank? 

Mr.  Cleveland.  Yes,  sir,  I  think  that  would  have  a  mcgor  deter- 
rent on  any  abuses  of  this  sort. 

Mr.  Mattox.  OK.  One  further  question. 

Right  now  it  is  my  understanding  that  the  banking  laws  regulate 
pretty  carefully  or  attempt  to  regulate  pretty  carefully  the  rela- 
tionship of  a  bank  officer  in  the  bank  itself.  But  there  seem  to  be 
pretty  large  loopholes  as  they  relate  to  the  family  or  perhaps  even 
close  friends  or  business  associates  of  the  bank. 

Do  you  think  that  some  changes  should  be  made  in  that  particu- 
lar area,  trying  in  one  form  or  another  to  close  some  of  those  gaps? 

Mr.  ClevIbland.  Only  if  it  is  done  as  part  of  a  disclosure  require- 
ment in  the  proxy  of  a  national  bank,  where  a  proxy  is  required  of 
that  bank. 

Let  me  point  out  something  that  apparently  this  subcommittee 
and  some  other  people  have  overlooked.  Bcuikers  do  have  to  borrow 
monev.  We  do  have  to  borrow  it  from  some  source.  If  we  are 
prohibited  from  borrowing  at  our  own  bank,  and  we  virtually  are  at 
this  point  in  time,  and  we  have  legislation  which  prohibits  us  from 
borrowing  from  our  correspondent  banks,  who  are  our  friends, 
presumably,  that  leaves  us  only  our  competition  to  borrow  from, 
and  they  are  not  very  optimistic  about  letting  us  borrow  money 
from  them. 

Mr.  Mattox.  I  think  that  is  the  point  I  was  trying  to  make 
originally  in  my  line  of  questioning,  that  if  a  banker  wants  to  go 
borrow  money,  he  is  going  to  borrow  it  from  a  bank  that  he  does 
business  with.  And  so  that  is  the  usual  practice.  But  that  is  not  the 
question  I  am  asking.  The  question  I  am  asking  is  right  now  you 
are  very  closely  regulated  from  borrowing  from  your  own  bank. 

Mr.  Cleveland.  That  is  correct. 

Mr.  Mattox.  Don't  you  think  that  your  family  should  be  equally 
regulated  in  borrowing  from  your  particular  bank? 

Mr.  Cleveland.  I  would  have  no  objection  at  all  to  see  regula- 
tions imposed  which  included  the  family  unit  as  far  as  the  limita- 
tions of  borrowing  from  your  own  bank  are  concerned.  In  fact,  that 
may  be  one  of  the  solutions  to  what  this  problem  is. 
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Mr.  Mattox.  Mr.  Chairman,  one  more  question,  please. 

What  about  in  business  partner  relationships,  in  the  loaning  to 
your  business  partners,  in  other  businesses?  I  will  give  vou  an 
example.  It  has  happened  particularly  in  Texas— a  banker  loaning 
a  substantial  sum  to  a  general  partner  in  a  real  estate  transaction, 
that  is  actually  his  partner  in  a  transaction,  and  he  is  in  it  through 
another  source. 

Do  you  think  that  needs  to  be  regulated? 

Bfr.  Clbveland.  Yes,  sir,  I  think  that  ought  to  be  a  prohibited 
transaction. 

Mr.  Mattox.  Thank  you. 

Chairman  St  Germain.  I  must  say,  I  really  grieve  for  the  banker. 
He  can't  borrow  from  the  bank  he  works  in.  And  if  we  tell  him  he 
cannot  borrow  from  the  corresponding  bank,  that  is  a  real  difficult 
situation,  isn't  it?  I  mean  everyone  else  who  isn't  a  banker  just  has 
to  go  to  any  old  bank  and  come  up  with  a  financial  statement,  and 
abuity  to  repay. 

Mr.  CuvELAND.  So  do  we. 

Chairman  St  Germain.  Are  we  going  to  have  bleeding  hearts 
here  if  we  prohibit  bankers  from  borrowing  from  their  own  bank, 
or  borrowing  from  banks  with  which  they  have  established  a  corre- 
spondent relationship?  That  would  be  prejudicial? 

Mr.  CuvELAND.  I  think  any  member  of  this  subcommittee  that 
borrows  mone^  goes  to  the  bank  where  he  knows  someone  who  has 
a  friendly  attitude  in  that  bank  to  borrow  money.  I  doubt  if  any 
member  of  this  subcommittee  has  ever  gone  into  a  bank  where  he 
is  a  total  stranger  and  asked  to  borrow  money. 

Chairman  St  Germain.  In  other  words,  vou  are  saying  to  this 
committee — now  you  say  you  have  retired— you  would  not  lend 
money  to  anyone  you  didn't  know. 

Mr.  CiMYKLAND.  I  didn't  say  that.  And  I  certainly  wouldn't  loan 
to  anybody  that  didn't  furnish  me  with  a  financial  statement  or 
collateral  or  both. 

Chairman  St  Germain.  That  is  an  important  thing.  You  may 
know  them  and  then  find  out  what  you  thought  was  very  substan- 
tial was  just  a  pie  in  the  sky. 

Mr.  Cuveland.  It  has  happened  many  times,  Mr.  Chairman. 

Chairman  St  Germain.  And  it  is  going  to  happen  again  I  am 
afraid. 

Mr.  Cuveland.  Yes,  it  is. 

Chairman  St  Germain.  Mr.  Wylie. 

Mr.  Wyue.  Thank  you,  Mr.  Chainnan. 

I  am  not  sure  who  should  answer  this,  but  I  will  give  the  ques- 
tion to  Mr.  Cleveland  to  start  off  with. 

One  of  the  questions  that  came  up  most  frequently  during  the 
recess  was:  How  could  Mr.  Lance  pleoge  the  same  collateral  for  two 
rather  substantial  loans  involving  the  same  shares  of  stock?  Will 
you  ei^ain  how  that  happened? 

Mr.  Cleveland  No,  sir,  I  cannot.  I  know  that — I  do  not  know  the 
circumstances  of  this  loan.  But  I  do  know  that  in  almost  all  banks 
there  are  collateral  personnel  and  departments  which  follow  up  to 
see  that  the  collateral  that  is  agreed  to  be  pledged  has  been 
^[edged.  And  I  think  that  was  done  in  Manufacturers  Hanover, 
'ler  it  was 
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Mr.  Wyue.  Mavbe  Mr.  Bloom  can  answer  the  question  better.  It 
is  referred  to  in  the  Comptroller's  report. 

Mr.  Bloom.  As  I  understand  it,  what  happened,  Mr.  Wylie,  at 
Manufacturers  Hanover  was  that  the  loan  agreement  specified  that 
certain  shares  of  stock  of  NBG  would  be  posted,  plus  stock  divi- 
dends, that  were  later  declared  in  connection  with  that  stock. 
There  was  a  10-percent  stock  dividend.  A  stock  dividend  is  addi- 
tional shares  of  stock  that  are  issued  to  existing  shareholders. 
Under  the  Manufacturers  Hanover  loan  agreement  I  think  that 
stock  dividend  should  have  automatically  been  sent  by  Mr.  Lance 
or  his  representatives  to  Manufacturers  Hanover.  As  I  understand 
it,  there  was  some  misunderstanding  about  what  should  happen 
and  that  didn't  happen.  That  is  my  understanding. 

Mr.  Wyue.  What  is  the  amount  of  the  loan  from  Manufacturers 
Hanover? 

Mr.  Bloom.  I  will  have  to  check.  It  is  in  the  record  here. 

Mr.  Wyue.  Something  around  $390,000, 1  think. 

Mr.  Bloom.  I  think  it  was  a  lot  more  than  that.  More  like  $3 
million. 

Mr.  Wyue.  That  is  right. 

Chairman  St  Germain.  Could  I  have  a  clarifying  question? 

Mr.  Bloom,  everybody  is  under  the  impression  that  Mr.  Lance 
could  not  sell  his  stock  because  of  this  stock  dividend;  right? 

Mr.  Bloom.  No. 

Chairman  St  Germain.  The  6-month  period,  you  have  to  wait? 

Mr.  Bloom.  I  have  read  about  that,  llie  only  6-month  period  I 
know  of  has  to  do  with  the  securities  laws,  and  section  160i>). 

Chairman  St  Gerbcain.  Right.  In  other  words,  if  you  get  the 
stock  at  a  reduced  price,  you  cannot  sell  it  for  a  6-month  period 
because  if  you  do,  the  profit  that  accrues  has  to  go  to  the  company 
rather  than  to  the  individual  who  sells  it;  is  that  correct? 

Mr.  Bloom.  Yes,  sir. 

Chairman  St  Gerbcain.  So  what  we  have  been  reading  in  the 

Eapers  here  about  not  being  able  to  sell  this  stock  in  reality  is  a 
ttle  inaccurate.  It  is  not  being  able  to  sell  the  stock  if  they  want 
the  profit. 

Mr.  Bloom.  I  was  puzzled  by  that  too,  Mr.  Chairman,  because  I 
didn't  read  any  stories  which  indicated  to  me  that  Mr.  Lance  was 
likely  to  make  a  profit.  It  sounded  to  me  like  he  was  going  to  be 
fortunate  if  he  could  get  out  whole. 

Mr.  GuYTON.  Could  I  answer  that,  sir? 

Chairman  St  Germain.  Sure. 

Mr.  Guyton.  I  think  what  you  are  referring  to  is  that  Mr. 
Lance's  trustee  exercised  certain  stock  options  that  Mr.  Lance  had 
accrued  to  his  benefit  while  he  had  been  at  the  National  Bank  of 
Georgia.  After  he  left,  the  trustee  exercised  those  options  in  behalf 
of  Mr.  Lance,  and  it  is  a  period  of  time,  6  months  from  that  time 
until  he  can  sell  the  stock,  and  not  be  in  violation  of  some  securi- 
ties laws. 

Chairman  St  Gerbcain.  Wait  a  minute.  He  paid  $7.50  a  share  for 
that  stock  on  which  he  exercised  the  option;  correct? 

Mr.  Guyton.  That  is  correct. 

Chairman  St  Germain.  And  the  law  reads  if  he  sells  that  stock 
now  for  $17.50  a  share,  as  is  reported  may  happen,  then  $10  of  that 
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on  each  one  of  those  shares  on  which  he  exercised  the  option  has  to 
be  returned  to  National  Bank  of  Georgia.  That  is  what  the  law  is. 

Is  that  not  correct,  Mr.  Bloom? 

Mr.  Bloom.  You  are  talking  about  section  16(b).  Of  course  that 
would  be  a  very  heavy  penalty  for  a  shareholder  to  pay  in  this 
situation. 

Chairman  St  Germain.  It  is  not  a  prohibition.  What  it  is  is  a  so- 
called  penalty.  Here  it  is.  "Directors,  officers,  and  principal  stock- 
holders,""  section  16. 

For  the  purpose  of  preventing  the  unfair  use  of  information  which  may  have  heen 
obtained  by  such  beneficial  owner,  director  or  officer,  l^  reason  of  his  relationship 
to  the  issuers,  any  profit  realized  by  him  from  any  purchase  and  sale  or  any  sale 
and  purchase  of  any  equity  security  of  such  issuer  other  than  an  exempted  security 
withm  any  period  of  less  than  6  months  unless  such  security  was  acquired  in  good 
fiEuth  in  connection  with  a  debt  previously  contracted  shall  inure  to  and  be  recover- 
able l^  the  issuer. 

In  other  words,  in  this  instance  it  would  be  the  National  Bank  of 
Georgia.  And  that  applies  to  9,900  shares  of  stock. 

Mr.  Wyus.  Thank  you,  Mr.  Chairman. 

I  found  the  letter  that  I  had  reference  to  a  little  earlier,  Mr. 
Bloom.  And  it  is  from  Betsy  Jo  Viener,  vice  president  of  Manufac- 
turers Hanover  Trust.  It  is  almost  a  year  after  the  stock  was 
pledged  for  a  loan  of  $2,625  million.  That  apparently  pledged  14,657 
shares  of  stock.  Then  I  think  there  is  a  reference  a  little  later  on  to 
the  pledge  of  the  same  stock  to  Chemical. 

Do  you  know  what  I  am  talking  about  now? 

Bfr.  Bloom.  Yes,  sir. 

Bfr.  Wyus.  Is  there  anything  improper  in  that  kind  of  an  oper- 
ation? 

Mr.  Bloom.  It  sounded  as  if  he  may  have  been  in  technical 
violation  of  his  contract  with  Manufacturers  Hanover. 

Mr.  Wyue.  But  there  is  no  violation  of  the  law? 

Mr.  Bloom.  It  is  a  contract  violation  between  the  two  parties 
asBuming  the  facts  are  as  they  appear. 

Mr.  Wyue.  Well,  should  the  law  be  changed  to  make  a  transac- 
tion like  that  illegal? 

Mr.  Bloom.  Well,  the  lender  is  presumably  able  to  take  care  of 
himself  in  this  r^ard.  I  don't  think  banks  need  a  statute  to  tell 
them  to  get  the  coUateral  that  they  are  supposed  to  get.  You  can  go 
too  far  passing  laws. 

Mr.  Wyue.  Wouldn't  the  bank  examiner  catch  that?  Doesn't  it 
affect  the  collectibility  of  the  loan?  Doesn't  it  make  it  a  dangerous 
loan? 

Mr.  Bloom.  Our  bank  examiners  don't  catch  every  tiny  little 
event  that  occurs  on  every  loan,  Mr.  Wylie.  We  go  in  on  a  sampling 
basis. 

Mr.  Wyue.  Let  me  just  say  this  is  one  of  the  things  that  an 
average  solid  citizen  in  the  15th  district  doesn't  understand,  and  I 
don't  understand  it  very  well  either,  how  this  could  happen,  how 
two  loans  of  that  magnitude  could  be  made,  pledging  the  same 
security. 

Mr.  Bloom.  It  seems  to  me  the  lending  banks  are  the  ones  to 
look  to  as  to  how  they  let  that  happen  to  them. 
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Mr.  GuYTON.  Sir,  I  can  answer  that  from  a  banker's  standpoint 
to  some  extent,  if  I  mav.  It  can  happen  in  that  there  can  be,  and 
very  unintentionally,  which  I  am  sure  was  the  case  here 

Mr.  Wyue.  You  mean  unintentionally  on  Mr.  Lance's  part. 

Mr.  GuYTON.  Yes.  If  a  bank  makes  a  loan  against  stock,  and 
there  is  a  stock  dividend,  then  that  stock  dividend  is  sent  by  the 
transfer  agent  to  the  person  of  record  of  that  particular  stock.  The 
transfer  agent  has  no  knowledge  of  l^e  stock  earlier  serving  as 
collateral  to  another  loan.  It  goes  to  that  transfer  agent.  The 
trcmsfer  agent  sends  it  to  the  person  registered  owning  the  stock. 
And  oftentimes  that  person  does  either  keep  that  stock  in  his 
lockbox  for  awhile,  or  lets  it  sit  on  his  desk  without  sending  it  to 
the  bcmk  on  which  that  other  stock  is  serving  as  collateral.  Now, 
oftentimes  from  a  banker's  standpoint  usually  we  pick  that  up,  the 
account  officer  picks  it  up,  calls  it  to  the  attention  of  the  borrower, 
and  it  is  submitted. 

Mr.  Wyue.  This  is  a  rather  substantial  amount,  and  a  rather 
substantial  number  of  shares  of  stock.  I  guess  the  point  I  was  really 
making  is  that  there  were  at  least  a  couple  of  letters  during  that 
period  from  Manufacturers  Hanover  suggesting  that  ''We  have  not 
received  the  stock  that  you  pledged  for  this  loan  yet."  And  at  the 
sanve  time,  and  during  the  same  period,  it  seems  as  if  the  same 
stock  was  being  pledged  for  another  loan. 

And  my  question  is:  Is  that  proper  banking  practice? 

Mr.  GuYTON.  I  don't  think — I  think  it  is  unintentionally  done 
often  from  a  lending  standpoint.  I  have  seen  it  happen.  It  is  usual^ 
corrected  reasonably  quicldy  after  the  dividend  is  mailed  out.  But 
there  is  some  period  of  time  there  where  it  can  and  does  happen 
occasionally. 

Mr.  RoussELOT.  Mr.  Guyton,  you  are  chief  operating  officer  of  a 
bank. 

Would  you  make  a  loan  based  on  stock  that  was  already  pledged? 
Would  you  do  that? 

Mr.  GuYTON.  No,  sir,  I  would  not. 

Mr.  RoussELOT.  So  from  your  standpoint  it  is  not  a  very  good 
practice. 

Mr.  Guyton.  I  don't  think  there  is  a  practice  here.  I  think  it  is 
the  intent  you  have  to  ask  here,  whether  there  was  an  intent 

Mr.  RoussELOT.  I  am  just  asking:  Is  it  a  good  banking  practice? 

Mr.  Guyton.  No,  sir,  it  is  not. 

Mr.  RoussELOT.  I  have  had  a  lot  of  people,  while  I  was  home,  ask 
me,  "How  do  I  arrange  one  of  those  deals?"  I  just  wonder  if  you 
thought  it  was  a  good  idea. 

Mr.  Guyton.  I  don't  think  it  was  intentional  on  anyone's  part, 
the  bank  or  the  borrower. 

Mr.  RoussELOT.  You  have  defended  the  intent  of  Bert  Lance  very 
well.  I  am  just  asking  if  it  is  good  banking  practice.  And  your 
answer  is  "No." 

Thank  you. 

Mr.  Wyue.  I  think  you  are  being  very  generous  when  vou  say  it 
was  maybe  an  unintentional  oversight,  though,  when  there  were 
several  pages  of  correspondence,  we  have  now  found  three,  to  Afr. 
Lance,  suggesting  that  he  ought  to  come  up  with  the  stock  pretty 
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soon.  I  just  make  that  observation  for  the  record.  As  I  said  a  little 
earlier,  as  Mr.  Rousselot  observed,  it  is  the  sort  of  thing  that  does 
not  lend  to  the  credibility  of  the  gentleman  in  his  job  as  Director  of 
the  Office  of  Management  and  Budget. 

You  think  that  is  fair  statement? 

Well,  I  see  you  nodded  affirmatively. 

The  next  question  that  came  up  rather  frequently  was:  Did  Cal- 
houn NationiEd  Bank  and  the  National  Bank  of  Georgia  in  efiTect 
finance  Mr.  Lance's  campaign  for  Governor? 

I  noticed  in  the  book  here,  on  page  279,  from  the  Comptroller  of 
the  Currency,  that  a  loan  in  the  amount  of  $390,000  was  made  at 
the  same  time  that  other  tvpes  of  loans  in  the  amount  of  $1,155,000 
were  made  from  various— m>m  Citizens  and  Southern.  And  I  didn't 
mention  them. 

I  ^ess  iny  question  is:  Is  there  any  relationship  between  the 
services  which  Georgia  National  received  from  Qtizens  and  South- 
em,  would  you  say,  which  would  be  sufficient  to  justify  those  large 
amounts  in  compensating  balances  and  loans  and  the  transfer  of 
moneys  back  and  forth? 

Mr.  GuYTON.  Sir,  is  there  a  particular  month?  Are  you  referring 
again  to  December  and  January  of  1976  and  1977? 

Mr.  Wyus.  Thank  you  very  much. 

December  1976  and  January  1977. 

Mr.  GuYTON.  In  December  1976,  there  were  95,000  items,  that 
beinff  checks  primarily,  that  were  sent  through  the  Citizens  and 
Southern  National  Bank  for  collection.  In  January  this  went  up  to 
some  144,000  items  that  were  collected  by  the  Citizens  and  South- 
em  Bank  for  the  National  Bank  of  Georgia.  Tliat  is  the  reason 
primarily  for  the  increase  in  those  balances.  Those  balances  were 
neoessarv  to  cover  those  checks  and  to  cover  the  services  rendered. 

Mr.  Wyue.  Was  there  any  cost  involved  in  sending  that  many 
checks  through  the  account? 

Mr.  GuYTON.  There  was.  And  Citizens  and  Southern  in  effect  on 
their  analysis  sheet,  from  which  these  figures  came,  did  charge  us 
for  those — for  the  float  and  for  the  activity  that  went  through  the 
account. 

Mr.  Wyue.  Could  you  supply  that  information  for  the  record, 
please? 

Mr.  GuYTON.  I  believe  you  have  it  in  the  Comptroller's  report 
there.  We  will  orovide  you  with  the  anadysis  sheet,  yes,  sir. 

Mr.  Wyue.  OK.  Now,  I  would  like  to  ask  just  one  more  question, 
Mr.  Chairman. 

I  would  like  to  go  back  to  this  reference  to  the  Central  States 
pension  fund. 

Did  you  know  Dan  Shannon,  Mr.  Cleveland? 

Mr.  Cleveland.  Did  I  at  that  time? 

Mr.  Wyue.  Yes. 

Mr.  Cleveland.  No,  I  did  not. 

Mr.  Wyue.  But  you  know  him  now. 

Mr.  CuvELAND.  Yes,  I  do. 

Mr.  Wyue.  Did  you  ever  have  a  meeting  with  Mr.  Rosanova? 
You  know  Mr.  Rosanova? 

Mr.  Cleveland.  I  don't  recall  the  name. 

Mr.  Wyue.  You  don't  know  his  name  at  all? 
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Mr.  Clbveland.  I  don't  recall  the  name. 

Mr.  Wyue.  Do. you  know  him,  Mr.  Henderson? 

Mr.  Henderson.  No. 

Mr.  Wyue.  He  is  associated  with  the  Teamsters.  Apparently  he 
has  since  been  kicked  out.  But  he  was  involved  in  setting  up  some 
of  these  pension  fund  accounts.  He  did  not  come  to  you  or  you 
didn't  tfiilk  to  him,  or  you  didn't  have  any  knowledge  of  Mr.  Roran- 
ova  or  his  connection  with  the  Teamsters  pension  fund? 

Mr.  Cleveland.  I  simply  do  not  recall  anything.  The  original 
recommendation  that  we  pursue  this  account  came  through  our 
law  firm  and  I  followed  up  immediately.  Mr.  Shannon,  who  was  I 
bielieve  the  executive  director. of  the  pension  fund,  arranged  a 
meeting  for  the  banks  that  were  interested  in  Chicago  to  present 
their  credentials.  From  that  were  selected  five  banks  on  a  geo- 
graphical basis  who  were  reinvited  back  to  make  a  presentation  as 
far  as  their  services  and  the  fees  were  concemeid.  My  contact 
essentially  with  them  was  through  Mr.  Shannon. 

Mr.  Wyue.  And  you  made  the  contact  yourself.  You  went  out  to 
get  the  fund  as  you  said. 

Who  was  it  in  your  law  firm  that  suggested  that  you  go  see  Mr. 
Shannon? 

Mr.  Cleveland.  One  of  the  representatives  of  our  law  firm,  who 
also  represents  one  of  the  members  of  the  board  of  trustees. 

Mr.  Wyue.  Do  you  recall  his  name? 

Mr.  Cleveland.  Yes.  Mr.  Robert  Pollard. 

Mr.  Wyue.  OK.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  St  Gerbcain.  Mr.  Cavanaugh. 

Mr.  Cavanaugh.  Mr.  Henderson,  if  I  might  maybe  ask  a  few 
questions  that  interest  me  in  terms  of  the  procedure  of  your  recapi- 
talization, and  your  relationship  with  the  Comptroller,  and  tne 
agreement  in  that  r^ard. 

I  know  you  described  for  the  chairman  earlier  your  agreement 
with  the  Comptroller.  On  page  2,  article  2  states  that  the  board  of 
directors  has  agreed  to  raise  $625,000  of  new  capital  funds  as 
outlined  in  their  application,  and  so  on. 

You  are  familiar  with  that. 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  Have  you  done  that? 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  You  have  raised  the  $625,000? 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  Through  the  sale  of  common  stock? 

Mr.  Henderson.  We  sold,  as  best  I  remember,  Mr.  Cavanaugh, 
we  sold  $413,000  worth  of  capital  stock,  and  we  passed  our  divi- 
dends until  we  retained  enough  earnings  to  put  the  balance  in. 

Mr.  Cavanaugh.  All  right. 

Then  I  don't  understand  your  previous  explanation  to  the  chair- 
man with  regard  to  the  $400,000  that  you  borrowed  from — was  it 
the  Railroad  Bank  of  Augusta? 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  That  was  not  in  connection  with  this  recapital- 
ization. 

Mr.  Henderson.  Yes,  it  was.  That  is  the  moneys  that  the  direc- 
tors of  the  bank  borrowed  to  buy  the  additional  capital  with. 
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Mr.  Cavanaugh.  I  see.  Then  the  directors  personally  made  these 


Mr.  Henderson.  Made  it  in  a  corporate  entity.  But  the  directors 
aU 

Mr.  Cavanaugh.  You  formed  Calhoun  Uni-First. 

Mr.  Henderson.  That  lb  correct 

Mr.  Cavanaugh.  And  that  is  the  borrower  of  the  $400,000. 

Mr.  Henderson.  Yes. 

Mr.  Cavanaugh.  And  who  was  the  subsequent  purchaser. 

Mr.  Henderson.  That  lb  correct,  ves. 

Mr.  Cavanaugh.  Of  $400,000  of  common  stock  which  was  the 
basis  of  the  recapitalization  in  order  to  comply  with  article  2  of  the 
agreement. 

Mr.  Henderson.  That  lb  correct. 

Mr.  Cavanaugh.  The  additional  $225,000  was  procured  firom 

Mr.  Henderson.  Mostly  was  retained  earnings. 

Mr.  Cavanaugh.  All  right. 

And  what  is  the  total  amount  of  that  new  capitalization  to  date? 

Mr.  Hmn)ERSON.  It  lb  greater  now  by  retained  ecunings  than  the 
$625,000,  which  we  promised  to  raise.  But  I  feel  we  are  in  compli- 
ance with  the  $625,000. 

Mr.  Cavanaugh.  OK.  Now,  Mr.  Tarleton,  were  you  familiar  with 
the  procedure  employed  by  the  directors  to  achieve  this  recapital- 
ization in  compliance  with  section  2,  article  2? 

Mr.  Tarleton.  Are  you  referring  to  the  loan  from  the  Georgia 
Railroad  Bank? 

Mr.  Cavanaugh.  Yes. 

Mr.  Tarleton.  No,  sir,  I  was  not  aware  of  that  until  tod£^. 

Mr.  Cavanaugh.  So  you  were  not  aware  of  that  on  November  22 
when  you  issued  your  release  of  the  agreement? 

Mr.  Tarleton.  I  was  not  aware  of  the  funds  for  the  capitalization 
being  borrowed  funds  from  another  bank. 

Mr.  Cavanaugh.  Would  you  consider  that  compliance  with  arti- 
cle 2? 

Mr.  Tarleton.  Are  you  speaking  with  reference  to  the  manner 
in  which  it  was  acquired,  or  the  particular  amount? 

Mr.  Cavanaugh.  Both. 

Mr.  Tarleton.  OK.  I  don't  see  the  manner  in  which  it  was 
acquired 

Mr.  Cavanaugh.  The  borrowing  of  $400,000  particularly. 

Mr.  Tarleton.  I  don't  see  that  as  being  a  problem  as  far  as 
compliance  lb  concerned.  We  did  not  have  the  interpretation  on  the 
retamed  earnings  that  the  Calhoun  First  National  Bank  had.  In 
other  words,  we  were  seeking  $625,000  in  totally  new  funds  aside 
from  retained  earnings.  And  it  was  apparently  a  misunderstanding 
between  our  office  at  the  time  of  that  agreement  and  the  board  of 
directors  of  the  Calhoun  First  National  Bank.  But  it  became  a 
moot  question  because  the  capital  adequacy  of  that  bank  was 
achieved  in  other  ways,  two  ways — pending  bonding  claim  settle- 
ment on  the  Campbell  defalcation,  and  probably  more  import^mtly, 
the  volume  of  loans  and  discounts  in  the  bank  having  been  shrunk 
down  to  the  point  that  it  met  the  standards  we  have  established  for 
virtually  all  banks  in  that  particular  peer  group. 

Mr.  Cavanaugh.  I  3rield  to  the  chanman. 
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Chairman  St  Germain.  Gentlemen,  of  the  original  loan  for 
$400,000  from  the  Railroad  Bank,  among  the  guarantors,  was  Mr. 
Lance  a  guarantor  on  that  one? 

Mr.  H^^ERSON.  Yes,  he  was. 

Chairman  St  Gerbcain.  And  then  subsequently,  when  you  turned 
it  over,  and  borrowed  from  Citizens  and  Southern,  he  was  again  a 
guarantor. 

Mr.  Henderson.  He  was. 

Chairman  St  Germain.  And  that  was  January  1977? 

Mr.  Hm^ERSON.  December  of  1976, 1  believe. 

Chairman  St  Germain.  The  guarantee  was  signed  January  7, 
1977. 

Mr.  Henderson.  Right,  at  yearend,  Mr.  Chairman.  I  am  not  sure. 

Chairman  &r  Germain.  And  this  is  at  the  time  when  Mr.  Lance's 
income  went  from  a  purported  $200,000  a  year  down  to  $52,500; 
correct? 

Mr.  Henderson.  I  have  no  knowledge. 

Chairman  St  Germain.  He  was  paid  the  same  as  we  are,  $44,500; 
right?  Then  went  up  to  $57,000  subsequently. 

Mr.  Henderson,  on  this  guarantee,  you  are  all  guarantors  of  that 
loan? 

Mr.  Henderson.  No,  sir,  we  have  three  that  jointly  and  severally 
guaranteed  the  whole  loan.  The  rest  of  the  group  hypothecated 
some  of  their  own  bank  capital  stock. 

Chairman  St  Germain.  The  stock  that  was  purchased  with  the 
loan. 

Mr.  Henderson.  Yes,  in  addition  to  the  stock  that  was  pur- 
chased. 

Chairman  St  Gerbcain.  Thank  you. 

Mr.  Cavanaugh.  What  I  am  trying  to  determine,  Mr.  Tarleton, 
is  at  what  point  did  you  feel  that  article  2  had  been  complied  with? 
And  upon  what  facts  did  you  make  that  judgment? 

Mr.  Tarleton.  I  can't  give  you  an  exact  date  that  the  judgment 
was  made,  but  it  became  apparent  right  away  that  the  loan  volume 
was  being  reduced. 

Mr.  Cavanaugh.  When  you  say  "right  away,"  when  do  you  mean 
"right  away"? 

Mr.  Tarleton.  Soon  after  implementation  of  the  agreement.  And 
the  efforts  by  management  of  the  bank  at  that  point  to  start 
collecting  some  of  the  loans  that  had  been  of  a  fixed  nature  up  to 
that  point,  they  started  programing  the  loans,  getting  reductions 
on  them,  the  loan  volume  was  coining  down. 

Mr.  Cavanaugh.  All  of  that  does  not  relate  to  compliance  with 
article  2. 

Mr.  Tarleton.  Well,  it  does  in  a  sense,  in  that 

Mr.  Cavanaugh.  Does  it  relate  to  the  board  of  directors  having 
agreed  to  raise  $625,000  of  new  capital  funds? 

Mr.  Tarleton.  It  would  not  be  reasonable  to  ask  a  board  of 
directors  to  carry  out  such  action 

Mr.  Cavanaugh.  Excuse  me.  That  is  what  you  asked  them  to  do 
in  article  2;  is  that  correct? 

Mr.  Tarleton.  Yes,  that  is  right.  Subsequent  factors 

Mr.  Cavanaugh.  Subsequent  to  your  release  of  the  Calhoun 
bank  on  November  22  from  this  agreement,  you  ascertained  that 


Digitized  by 


Google 


423 

article  2  had  been  complied  with.  That  is  the  board  of  directors  has 
met  its  agreement  to  raise  $625,000  of  new  capital  funds. 

Did  you  make  that  judnient  or  did  you  not? 

Mr.  Tarleton.  Tlie  judgment  was  made  prior  to  the  rescission  of 
the  agreement,  November  22,  1976,  that  there  was  no  longer  the 
need  for  new  additional  capital,  and  to  force  the  bank  to  go  ahead 
with  the  strict  adherence  to  that  article  wotdd  have  worked  an 
undue  hardship  on  them.  They  had  met  capital  adequacy  in  other 
ways. 

Mr.  Cavanaugh.  Well,  they  did  go  ahead,  though? 

Mr.  Tarleton.  Not  by  our  interpretation  of  that  agreement  they 
did  not 

In  my  statement  I  alluded  to  the  fact  that  while  the  requirement 
was  $625,000  and  they  raised  $400,000,  there  was  no  additional 
requirement  to  raise  more  funds  because  the  capital  need  was  not 
there.  Tliey  had  changed  the  asset  structure  of  the  bank  in  such  a 
way  that  there  was  no  longer  a  need  for  that  much  capital,  plus 
the  pending  settlement  of  the  Campbell  claim,  which  was  ultimate- 
ly $450,000,  as  I  recall. 

Mr.  Cavanaugh.  I  jrield  the  remainder  of  my  time,  Mr.  Chair- 
man. 

Chairman  St  Germain.  Mr.  Allen? 

Mr.  Allen.  Thank  you,  Mr.  Chairman.  I  came  in  rather  late,  and 
some  chF  my  questions  won't  be  as  technical  as  those  that  have  been 
propounded. 

You  gentlemen  with  the  Calhoun  bank,  what  has  happened  to 
the  bank  since  all  of  this  publicity  with  respect  to  Mr.  Bert  Lance 
and  his  questionable  deaUiogs  and  the  fact  the  bank  had  to  enter 
into  this  agreement  that  was  rescinded  2  days  before  Mr.  Lance 
was  appointed  to  his  position?  What  has  been  the  effect  on  the 
bank?  How  has  it  affected  your  deposits?  Let  us  start  that  way. 

Mr.  Henderson.  In  the  {Murt  month  we  opened  about  twice  as 
many  accounts  as  we  closed,  and  our  deposits  are  holding  very 
well. 

Mr.  Allen.  All  your  deposits  have  not  declined  in  any  way  since 
allofthispubUdty? 

Mr.  Heni»rson.  No  more  than  the  normal  fluctuation,  Mr. 
Allen,  no,  sir.  They  fluctuate  during  the  month,  of  course.  We  have 
Quite  a  bit  of  manufacturing  business  in  our  community  and  they 
fluctuate  during  the  month,  but  I  don't  see  any  significant  change, 
no. 

Mr.  Allen.  What  has  happened  to  the  value  of  the  stock  of 
Calhoun  bank? 

Mr.  Henderson.  That  is  a  little  bit  harder  for  me  to  answer.  We 
have  nothing  but  a  street  market  where  two  fellows,  head  to  head, 
decide  on  what  they  are  going  to  do.  I  have  seen  no  significant 
change.  We  don't  have  that  many  sales,  Mr.  Allen. 

Mr.  Allen.  You  are  familiar  with  the  sale  of  stock  in  that  bank? 

Mr.  Henderson.  Not  really. 

Mr.  Allen.  Nothing  of  consequence  in  the  past  8  or  4  months? 

Mr.  Henderson.  Not  significant,  no,  sir. 

Mr.  Allen.  I  want  to  ask  the  same  questions  of  the  officials  of 
the  Atlanta  bank. 
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What  has  happened  in  the  Atlanta  bank,  the  National  Bank  of 
Georgia,  since  this  controversy  has  become  a  front-page  story  in 
the  past  2  or  3  months? 

Mr.  GuYTON.  Sir,  we  have  not  had  but  a  few  accounts  that  I 
know  of  that  have  closed  on  account  of  some  of  the  publicity  and 
some  of  the  activities  concerning  the  media  that  we  have  seen. 

I  do  get  concerned  over  the  fact  that  the  prolonging  of  the 
publicity  will  raise  eyebrows  and  cause  people  to  wonder  whether 
or  not  they  want  to  do  business  with  the  National  Bank  of  Georgia. 

I  will  also  say,  sir,  with  all  of  the  senior  management  time,  or  so 
much  of  the  senior  management  time  being  taken  up  and  respond- 
ing to  questions  of  the  press  and  to  investigations  by  the  various 
r^ulatory  agencies,  that  we  are  not  doing  the  kind  of  banldng  I 
would  like  to  see  us  doing,  that  being,  concentrating  on  running  a 
good  bank.  I  am  concerned  about  it,  out  I  see  no  real  problems  at 
this  point. 

Mr.  Allen.  What  were  the  total  deposits  of  the  National  Bank  of 
Georgia  as  of  January  1? 

Mr.  GuYTON.  Those  deposits  at  January  1,  1977,  were  approxi- 
mately $334  million.  They  are  slightly  higher  than  that  today. 

Mr.  Allen.  Did  they  start  going  up  inmie£ately  after  Mr.  Lance 
became  Budget  Director?  Did  you  possibly  pick  up  $100  million? 

Mr.  GuYTON.  No,  sir.  In  fact,  I  thmk  they  slid  off  for  a  period  of 
time.  Some  of  that  was  by  design.  The  economy  in  Atlanta  slowed 
during  the  past  few  months.  There  was  not  as  much  growth  as  we 
had  been  seeing. 

Mr.  Cleveland,  when  he  came  in,  recognized  that  we  probably  did 
not  need  at  that  particular  time  as  much  in  time  moneys  as  we  had 
in  the  bank  and  began  to  move  those  totals  down  somewhat  and,  of 
course,  those  are  totals  we  cannot  control. 

Mr.  Allen.  What  was  the  situation  at  the  close  of  business  in 
August? 

Mr.  GuYTON.  September  1, 1977? 

Mr.  Allen.  Yes. 

Mr.  GuYTON.  They  were  on  the  average  for  the  month  approxi- 
mately $330  million  to  $340  million,  about  the  same  as  they  were 
at  the  first  of  the  year. 

Mr.  Allen.  You  are  saying  this  publicity  had  no  adverse  efiTect 
upon  the  bank? 

Mr.  GuYTON.  I  would  say  that  lb  correct  at  this  point. 

Mr.  Allen.  What  has  happened  to  the  sale  value  of  the  stock  of 
the  bank  since  January  1?  What  was  the  selling  price  of  the  stock 
at  January  1? 

Mr.  GuYTON.  I  don't  know.  I  would  guess  $15  to  $17,  somewhere 
in  that  area. 

Mr.  Allen.  For  what  are  the  shares  selling  today? 

Mr.  GuYTON.  $11  to  $12. 

Mr.  Allen.  Have  the  other  banks  in  Atlanta  sufiTered  a  similar 
decline  in  the  value  of  their  stock? 

Mr.  Guyton.  One  other  one  has.  The  other  two  mcgor  bcuiks  in 
Atlanta,  or  three,  I  suppose,  remain  fairly  stable  in  their  stock 
prices  during  this  year. 

Mr.  Allen.  As  to  the  one  whose  stock  declined,  is  that  one  of  the 
smaller  banks  or  one  of  the  mcgor  banks? 
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Mr.  GuYTON.  It  is  one  of  the  mcgor  banks. 

Mr.  Allen.  Which  is  that? 

Mr.  GuYTON.  That  is  the  C.  &  S.  National  Bank. 

Mr.  Allen.  Is  that  one  of  the  banks  with  which  your  bank  has 
had  a  considerable  amount  of  dealings? 

Mr.  GuYTON.  We  have  a  correspondent  relationship  with  them. 

Mr.  Derrick.  Has  the  Citizens  and  Southern  Bank  had  substan- 
tial writeofifo  recently? 

Mr.  GuYTON.  The  decline  in  the  Citizens  and  Southern  stock 
price  was  due  primarily  to  the  fact  thev  cut  their  dividend  from  13 
cents  a  quarter  to  6  cents  a  quarter  due  to  problem  loans  in  the 
portfolio. 

Mr.  Derrick.  They  have  written  off  a  good  bit  on  real  estate? 

Mr.  GuYTON.  That  is  true. 

Mr.  Derrick.  That  was  basicallv  the  reason  for  the  decline? 

Mr.  GuYTON.  And  relatively  stable  ecunings  as  a  result  of  that; 
that  LB  right. 

Mr.  AiIen.  Without  going  into  the  matter  of  Mr.  Bert  Lance  at 
all,  I  am  concerned  about  what  the  efiTect  is  of  this  publicity  upon 
the  largest  bank  in  Georgia,  around  Calhoun,  and  also  one  of  the 
large  banks  in  Atlanta.  Many  people  have  their  savings  invested 
there  and  deposit  there.  As  a  member  of  this  subcommittee,  I  am 
concerned  about  what  efiTect  it  will  have.  I  shall  not  address  the 
question  of  Mr.  Bert  Lance.  I  am  going  to  leave  that  to  Mr.  Bert 
Lance  when  he  appears  before  the  Senate  committee  tomorrow. 

Mr.  GuYTON.  Your  concern  lb  well  taken,  sir.  I  appreciate  that. 

Mr.  Henderson.  I  would  concur  in  that  too. 

Mr.  Allen.  I  am  concerned  very  much. 

Mr.  Davis.  We  are  too.  We  are  basically  a  consumer  bank  and  we 
have  been  very  gratified  with  the  support  we  have  been  given  n 
these  unusual  times. 

Mr.  Allen.  You  gentlemen  know  nearly  everyone  in  the  town 
and  the  county  and  they  have  confidence  in  you  gentlemen  person- 
allv. 

Mr.  Henderson.  That  lb  correct. 

Mr.  Davis.  That  lb  correct. 

Mr.  Allen.  That  would  not  be  true  in  a  metropolitan  area  as 
lar^  as  Atlanta.  There  lb  no  single  individual  perhaps  other  than 
miuor  politicians  who  would  have  that  kind  of  contacts  in  Atlanta, 
and  even  he  wouldn't  have  the  person-to-person  contact  you  bank- 
ers have  in  a  town  of  5,000  popuuttion. 

I  am  concerned  about  it  and  I  am  gratified  to  hear  that  you  do 
not  feel  that  the  National  Bank  of  Georgia  lb  in  any  kind  of 
jeopar^  as  a  result  of  this  adverse  publicity.  Am  I  correct? 

Mr.  GuYTON.  You  are  correct  at  this  point,  yes,  sir. 

Mr.  Hyde.  I  certainly  share  the  concern  of  my  colleague  from 
Tennessee  about  what  all  of  this  exposure  is  doing  to  some  of  the 
banks  in  Georgia.  I  am  also  concerned  about  confidence  in  the 
Office  of  Management  and  Budget,  the  President's  Cabinet  and  the 
efficacy  of  the  Comptroller  of  the  Currency  and  how  well  this 
Office  has  been  doing  its  job. 

Along  those  lines,  here  is  a  popular  book— more  or  less  popular— 
that  came  out  in  1974,  "Bankers,''  by  Martin  Mayer. 

Mr.  Tarleton,  did  you  read  that? 
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Mr.  Tarleton.  No,  sir,  I  did  not. 

Mr.  Hyde.  Let  me  read  a  part  of  it  from  page  172  of  the  paper- 
back version: 

A  oompexiv  in  trouble  must  aoour  around  for  loans  at  more  and  more  banks,  and 
at  eadi  bank  where  it  secures  a  loan  it  must  leave  a  compensating  balance  which 
shows  up  on  its  books  as  cash. 

During  1970— says  James  Coquilla— of  the  $260  million  Bfochants  National  Bank 
in  Cedar  Rapids  many  large  corporations  headed  for  the  hinterlands,  and  we  have 
had  some  interesting  approaches.  Some  large  companies  ofifered  to  open  a  dmsit 

Dwontdo 


relationship  but  this  is  not  mon^  in  the  truest  sense  of  the  word,  and  we  ^ 
it 

Would  you  agree  with  this  idea  of  this  banker  from  Cedar 
Rapids? 

Mr.  Tarleton.  With  r^^ard  to  what  particular  area  of  that  state- 
ment? 

Mr.  Htdb.  Running  around  and  getting  compensating  balances 
and  getting  loans  from  this  bank  and  moving  money  into  that.  I 
am  sornr.  Correspondent  bank  balances^  not  compensating  bal- 
ances. Moving  them  around  and  then  getting  loans.  They  refer  to 
that  as  hot  money. 

Mr.  Tarlbton.  This  is  referring  to  a  bank  that  is  having  difficul- 
ties? 

Mr.  Hydb.  Well,  a  bank,  a  company  or  entity  who  needs  funds 
for  whatever  purpose. 

Mr.  Tarlbton.  I  have  not  in  my  experience  observed  any  such 
scenario  as  that.  In  our  r^^ular  examination  procedures  we  do 
have  programs  which  the  examiners  perform  that  are  designed  to 
detect  so-called  hot  money  and  bring  it  to  the  attention  of  every- 
body concerned  just  how  hot  that  money  is  and  what  volumes  there 
are  of  it. 

Mr.  Hydb.  On  your  return  trip  from  Washington  after  coming  up 
here  and  introducing  Mr.  Lance  around  the  Comptroller's  Office, 
you  say  you  flew  back  on  his  bank's  plane? 

Mr.  Tarlbton.  That  is  right. 

Mr.  Hydb.  You  came  up  by  commercial  jet? 

Mr.  Tarlbton.  That  is  right. 

Mr.  Hydb.  Did  you  pay  for  that  ticket?  Did  the  taxpayers  or  did 
Mr.  Lance? 

Mr.  Tarleton.  The  Office  of  the  Comptroller  of  the  Currency 
paid  for  it.  I  would  point  out  this  trip  benefited  me  in  no  wa^,  in 
that  it  was  considered  to  be  official  business.  There  was  ofncial 
business  conducted. 

Mr.  Hydb.  You  had  something  else  to  do  up  here  in  addition  to 
taking  this  private  citizen  soon  to  be,  if  confirmed.  Director  of  the 
Office  of  Management  and  Budget? 

Mr.  Tarlbton.  Yes. 

Mr.  Hydb.  Have  you  ever  fiown  on  Mr.  Lance's  plane  other  than 
that  occasion,  or  the  bank's  plane  other  than  on  that  occasion? 

Mr.  Tarleton.  I  miffht  have  a  problem,  a  technical  problem  in 
answering  that.  I  would  like  to— may  I  consult  with  my  coimsel? 

Mr.  Hydb.  Surehr. 

Mr.  Tarleton.  I  was  concerned  about  this  other  matter  that  was 
discussed  earlier  with  the  referral  to  it,  referral  to  the  Justice 
Department. 

The  answer  to  that  question  is  no. 
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Mr.  Hyde.  Have  you  ever  flown  on  any  plane  operated,  owned  or 
maintained  by  other  entities  that  you  supervise? 

Mr.  Tarleton.  Yes. 

Mr.  Hyde.  Is  that  good  practice,  to  accept  the  hospitality  of  these 
banks  bv  way  of  transportation? 

Mr.  TARLETON.  I  don't  know  that  I  would  say  it  is  a  good  prac- 
tice. The  Office  has  never  had  a  policy  against  it.  I  have  never 
received  any  personal  benefit  from  it.  Any  benefit  fi-om  that  would 
have  accrued  to  the  Office,  as  a  matter  of  fact.  I  will  say  it  is  very 
seldom  done,  very  seldom. 

Mr.  Hyde.  On  page  3  of  the  summary  printed  by  the  Senate  just 
a  few  days  ago  and  containing  the  covering  letter  from  Mr.  Hei- 
mann,  of  the  report  he  says: 

It  is  clear  from  the  summary  of  information  that  Mr.  Lance  made  his  principal 
borrowings  from  banking  institutions  which  had  a  correspondent  relationship,  in- 
cluding <^Posit  balances,  with  the  banks  in  which  Mr.  Lance  served  as  officer  or 
director.  Tnis  recurring  pattern  of  shifting  bank  relationships  and  personal  borrow- 
ing raises  unresolved  questions  as  to  what  constitutes  acceptable  banking  practices. 

Then  we  have  the  summary  on  B-16:  "There  is  some  documen- 
tary and  circumstantial  evidence  suggesting  the  possibility  that  a 
20-percent  compensating  balance  from  National  Bank  of  Georgia 
was  a  condition  of  the  loan  to  Mr.  Lance,  the  Manufacturers  Han- 
over Trust.  However,  all  the  principals  involved  denied  under  oath 
such  an  arrangement  existed  or  that  it  was  ever  discussed"  so  that 
the  matter  seems  to  be  dropped. 

Is  this  amazing  series  of  coincidences,  where  the  correspondent 
bank  balances  were  put  into  a  bank  and  all  of  a  sudden  a  loan  is 
negotiated  to  Mr.  Lance — I  am  thinking  of  the  First  National  Bank 
in  Chicago.  I  am  thinking  of  Manufacturers  Hanover,  Citizens  and 
Southern,  and  others.  Do  you  know  if  the  Office  of  Comptroller  will 
continue  to  look  into  that  or  has  it  abandoned  that  line  of  inquiry, 
Mr.  Bloom? 

Mr.  Bloom.  As  Mr.  Heimann  tried  to  indicate  in  that  cover  letter 
to  the  Senate  committee,  we  intended,  with  the  help  of  the  banking 
conmiittees  and  with  our  fellow  bcmking  agencies,  to  try  and  set 
some  facts  about  this  practice  and  to  react  as  quickly  as  possible 
with  new  approaches  and  regulations,  guidelines,  recommendations 
for  statutes,  possible  disclosure  approaches,  as  we  discussed  this 
morning.  I  know  it  is  an  area  that  Mr.  Heimann  is  going  to  pursue 
vi^rouily  and  so  is  the  FDIC. 

We  have  various  surveys  going  on  now  to  get  the  basic  facts  in 
hand,  and  I  can  assure  you,  Mr.  Hyde,  that  the  unresolved  question 
of  acceptable  banking  practice  which  at  that  point  in  the  letter  is 
referring  to  the  whole  banking  picture,  not  just  to  Mr.  Lance,  will 
be  pursued  to  a  speedv  resolution. 

Mr.  Hyde.  Now  with  reference  to  reporting  requirements  applica- 
ble to  loans  to  executive  officers,  the  report  of  your  Office  indicates 
that  some  50  loans  were  made  to  Mr.  Lance  and  his  entities  that 
were  reportable  but  not  reported,  and  there  were  some  6  loans 
where  they  were  reported  to  the  board  of  directors  but  information 
was  incomplete.  There  are  some  14  loans  where  there  is  insufR- 
cient  information  to  judge  whether  the  loan  was  reportable,  and 
actually  there  are  5  loans  that  were  reported  as  required  by  the 
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Imw.  Th«  lilt  of  those  is  extensive  and  it  goes  back  to  1972,  1973, 
ltt74,  1975,  1976. 

Th^  txlstance  of  these  loans  that  ought  to  have  been  reported 
but  wi»r«  not  reported  by  Mr.  Lance,  was  that  known  to  you  at  the 
tlm^  you  wrote  your  letter  of  endorsement? 

Mr.  BiX>OM.  No,  sir;  it  wasn't. 

Mr.  Hydi.  Is  there  son^thing  missing  in  the  bank  examining 
prooeas  where  these  things  are  missed  and  permitted  to  go  on  for 
W)  long?  Don't  you  have  a  checklist  of  questions  to  ask  these 
(ifnoeri  and  directors  and  those  people  who  are  most  able  to  self- 
deal,  where  you  can  get  answers  from  these  people  in  these  sensi- 
tive ureas,  every  time  you  go  through  for  examination? 

Mr.  BxX)OM.  Yes,  sir,  we  have  extensive  checklists  and  the  exami- 
nation is  very  detailed,  and  a  very  comprehensive  operation.  How- 
ever, we  do  miss  things.  I  suppose  given  the  volume  of  assets  that 
we  have  to  check,  I  can't  say  it  will  never  occur,  but  we  surely  tr^ 
to  nil  in  the  gaps  in  our  procedure  and  learn  from  experience  such 
as  this. 

Mr.  Hyde.  You  did  tell  us  this  morning  that  Mr.  Lance  was 
notable  for  his  penchant  for  disclosure,  that  he  was  not  one  to 
conceal  things.  I  recall  your  saying  that,  and  I  was  impressed  by 
that.  It  just  seems  to  me  someone  should  have  asked  him  some 

SLiestions  along  the  line  about  some  of  these  interesting  transac- 
ons. 

An  interesting  article  by  Hobart  Rowen  in  the  Post,  August  25. 
He  said  some  rather  interesting  things.  He  said  Lance  got  banker- 
to-banker  privileges  not  accorded  outside  the  fraternity.  "A  banker 
should  not  be  able  to  feather  his  own  nest  by  throwing  his  bank's 
business  in  the  right  direction.  Rather,  a  banker  should  have  the 
same  relationship  to  his  depositors  that  a  trustee  does  to  the  trust 
he  manages."  Would  you  agree  with  that,  Mr.  Bloom? 

Mr.  Bloom.  Yes,  I  would. 

Mr.  Hyde.  He  also  says  there  is  a  ".  .  .  beneficial  fallout  to  this 
case  that  dramatically  underscores  the  fact  that  there  are  vast  and 
worrisome  gaps  in  bcmking  regulations.  We  only  have  a  choice 
between  .  .  .  closing  down  a  bank,  which  would  be  painful  to 
innocent  depositors,  or  doing  nothing,  so  mostly  we  wind  up  doing 
nothing."  That  may  be  exaggerating  for  the  sake  of  emphasis,  but 
it  does  seem  to  me  all  of  these  regulations  aren't  very  enforceable 
if  they  are  merely  violated  ''technically,"  and  no  action  is  taken. 

We  ought  to  take  a  good  look  at  the  r^^lations  and  the  banking 
laws  so  there  will  be  some  teeth  in  them,  so  the  depositors  can  be 
protected.  Wouldn't  you  agree  with  that?  Won't  you  help  us  do  it? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Hyde.  I  yield  to  Mr.  Wylie. 

Mr.  Wyue.  'Thank  you  very  much. 

Mr.  Henderson,  in  Ohio  we  have  a  law  which  prohibits  borrow- 
ing money  from  the  national  bank  for  campaign  purposes  or  to  be 
used  in  financing  a  political  campaign.  Does  Georgia  have  such  a 
law,  to  your  knowledge? 

Mr.  Henderson.  I  am  not  an  attorney  and  don't  know  the 
answer  to  that. 

Mr.  Wyue.  The  reason  I  ask  that  is,  the  question  occurs  to  me  as 
te  where  these  overdrafts  from  Calhoun  National— which  were  in 


Digitized  by 


Google 


429 

effect  loans— were  really  laundered  campaign  money.  Do  you  think 
that  is  a  fair  observation? 

Mr.  Henderson.  No,  sir.  In  retrospect,  I  can  see  the  questions 
that  are  raised  but  at  the  time  we  did  it  I  think  all  of  us  thought 
that  we  were  acting  properly  and  that  we  were  completely  covered 
from  any 

Mr.  Wyue.  In  the  hindsight  though,  you  think  that  might  be  a 
proper,  or  fair,  observation? 

Mr.  Henderson.  I  am  certain  this  could  be  considered,  in  retro- 
spect 

Mr.  Hyde.  The  brand  new  report  dated  September  7  from  the 
Comptroller,  have  you  seen  that,  Mr.  Bloom? 

Mr.  Bloom.  No,  sir.  September  7?  That  is  tomorrow. 

Bfr.  Hyde.  That  is  right.  That  is  how  fast  our  staff  gets  these 
things. 

The  conclusion  states,  "The  Fulton-Calhoun  transaction  shows  a 
pattern  of  loans  to  Mr.  and  Mrs.  Lance  and  associates  from  a 
correspondent  bank.  The  correspondent  bank  looked  in  some  mea- 
sure to  the  maintenance  of  satisfactory  correspondent  balances  in 
determining  whether  to  make  the  loans  and  in  calculating  the 
profitability  of  loans  after  they  were  made.  In  addition,  there  is 
some  evidence  tending  to  support  the  view  that  but  for  the  corre- 
spondent accounts  the  loans  would  not  have  been  made." 

Do  you  think  that  this  ought  to  be  referred  to  the  Justice  Depart- 
ment, this  series  of  things?  You  did  refer  a  campaign  problem,  the 
Bert  Lance  campaign  account  overdrafts,  but  all  of  this  pattern  of 
correspondent  bank  balances  and  personal  loans  shifting  around, 
do  you  think  that  the  Justice  D^^iartment  might  want  to  take  a 
look  at  this  and  should  not  the  Ofince  of  the  Comptroller  send  that 
over  too? 

Mr.  Bloom.  Mr.  Hyde,  I  am  sure  this  is  a  set  of  facts  that  is 
being  reported  to  the  Congress  as  of  tomorrow  morning,  that  the 
OfBce,  in  the  person  of  the  Comptroller  and  the  Chief  Counsel— 
and  I  am  sure  I  will  perhaps  be  in  on  the  discussions — will  very 
seriously  consider  whether  wat  is  in  order,  but  I  cannot  say  with- 
out seeing  all  the  facts  whether  it  should  be  referred. 

Mr.  Hyde.  I  am  not  just  talking  about  this.  I  am  talking  about 
the  whole  pattern.  I  understand  it  is  a  matter  that  is  under  study. 

lyield  to  the  chairman  and  I  yield  my  time. 

Chairman  St  Germain.  I  just  want  to  state  to  the  Rentleman 
that  their  compensating,  corresponding  regulations  have  been  both- 
ersome to  us  before.  That  which  you  have  just  read  from  the  latest 
hot  line  from  the  Comptroller,  I  think,  at  long  last  recognizes  that 
which  the  Comptroller  was  reluctant  to  recognize  in  the  initial 
report,  and  that  is,  that  you  just  cannot  I  ok  at  these  charts;  you 
just  cannot  look  at  these  numbers  where,  when  the  correspondent 
balance  goes  up,  all  of  a  sudden  the  loans  go  up  to  these  individ- 
uals, and  at  long  last  they  are  finally  admitting  there  is  a  relation- 
ship between  the  transfer  of  these  correspondii^  balances. 

Now  if  you  read  further  on  and  previous  to  that,  there  is  a  lot  of 
discussion  there  as  to  what  t3rpe  of  stock  is  pledged,  what  kind  of 
an  interest  rate  is  involved,  promises  to  pa^  that  aren't  fulfilled. 

I  am  just  happy  that  at  loi^  last  that  which  you  have  just  read 
to  us — ^and  this  is  in  the  Comptroller's  report — indicates  that  the 
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Comptroller  is  now  recognizing  and  admitting  that  vou  can  no 
longer  turn  your  back  to  these  facts  that  are  so  self-evident  that  we 
began  on  thiis  morning  and  continued  on  this  afternoon. 

Mr.  Leach? 

Mr.  Leach.  Mr.  Henderson,  for  the  record,  could  you  tell  us  what 
the  capitalization  and  the  footings  of  your  bank  are,  as  well  as  the 
percent  stock  ownership  of  Mr.  Lance,  Mrs.  Lance  and  their  respec- 
tive families? 

Mr.  Henderson.  Mr.  Leach,  I  will  try. 

Mr.  Leach.  The  capitalization,  first. 

Mr.  Henderson.  It  is  about  $4.8  million. 

Mr.  Leach.  The  footings  then? 

Mr.  Henderson.  The  footings  are- running  about  $53  million  or 
$54  million. 

Mr.  Leach.  And  the  percent  of  ownership  of  Mr.  and  Mrs.  Lance 
and  their  families? 

Mr.  Henderson.  That  is  one  that  I  am  not— this  I  am  not  sure 
of.  I  think  it  is  around  11  percent. 

Mr.  Leach.  The  Comptroller's  report  indicated  that  a  lending 
officer,  Mr.  Bill  L.  Campbell,  embezzled  $994,000  from  your  bank; 
the  bank  then  entered  into  litigation  with  the  bonding  company 
which  alleged  the  bank  knew  of  Campbell's  fraudulent  activities 
prior  to  his  being  fired,  and  that  Mr.  Lance  himself  was  aware  that 
Mr.  Campbell  had  exceeded  his  lending  limit,  and  the  bank  knew 
he  had  a  continued  record  as  a  check  bouncer. 

Are  all  those  facts  true? 

Mr.  Henderson.  No,  those  were  allegations  from  our  bonding 
company. 

Mr.  Leach.  And  you  didn't  accept  them? 

Mr.  Henderson.  That  is  right. 

Mr.  Leach.  But  it  is  true  your  bank  settled  the  litigation  be- 
tween the  bonding  company  for  $450,000,  somewhat  less  than  half 
the  amount  that  was  embe^ed. 

Mr.  Henderson.  Plus  salvage  on  all  collateral  and  third  party 
rights  and  all  which  we  are  still  working  on,  Mr.  Leach. 

Mr.  Leach.  Mr.  Bloom,  you  were  aware  of  this  embezzlement, 
were  you  not,  and  was  not  the  banking  community  in  Georgia 
aware  of  it  prior  to  November  of  1976? 

Mr.  Bloom.  I  first  beccune  aware  of  it,  I  think,  at  the  time  of  the 
lifting  of  the  agreement,  November  22,  and  my  becoming  aware  of 
that,  November  26. 

Mr.  Leach.  Did  this  increase  the  reputation  of  Mr.  Lance  in  the 
bcmking  conmiunity? 

Mr.  Bloom.  I  would  think  not. 

Mr.  Leach.  Is  it  true  that  a  friend  of  yours  wrote  the  transition 
team  and  requested  consideration  for  yourself  to  be  considered  for 
Comptroller  of  the  Currency? 

Mr.  Bloom.  Yes,  it  is,  sir. 

Mr.  Leach.  Is  it  true  that  you  wrote  Secretary-designate  Blu- 
menthal  with  the  same  request  in  mind? 

Mr.  Bloom.  Yes,  sir. 

Mr.  Leach.  Is  it  true  that  you  discussed  your  letter  to  Secretary 
Blumenthal  with  Mr.  Lance? 
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Bfr.  Bloom.  I  told  Mr.  Lance  that  I  had  written  the  letter.  I 
wouldn't  say  I  discussed  it  with  him. 

Mr.  Leach.  Thank  you. 

Mr.  Bloom.  I  will  say  I  did  not  ask  Mr.  Lance  for  help  in  getting 
the  appointment.  I  tliought  that  having  served  as  a  top  staffer  to 
four  Comptrollers  I  was  eminently  qualified  for  the  job.  I  know 
that  my  name  was  on  lists  of  possible  candidates  for  the  job.  I 
didn't  campaign  for  it  actively  in  the  usual  sense,  but  I  did  write 
the  letter  to  the  Secretary,  yes. 

Mr.  Leach.  Thank  you. 

Mr.  Cleveland,  as  a  basic  lending  policy  of  your  bank  do  you 
have  parameters  on  loans  to  businesses?  For  example,  let  us  say  a 
business  is  capitalized  for  $1  million.  Do  you  have  a  basic  param- 
eter that  says  that  that  business  is  eligible  for  a  loan  of,  say, 
$500,000,  $700,000?  What  would  those  parameters  be  more  or  less? 

Bfr.  Cleveland.  Well,  the  capitalization  would  not  necessarily  be 
the  m^jor  factor.  It  woidd  be  the  time  that  the  business  has  been  in 
operation,  its  profitability,  our  evaluation  of  its  management,  other 
relationships  with  the  bank.  With  a  $1  million  capitalization,  prob- 
ably $600,000,  $700,000. 

lor.  JjUiCH.  It  has  been  reported  in  the  press  that  the  National 
Bank  of  Georgia  loaned  to  a  peanut  warehouse  owned  by  the 
President  of  the  United  States  up  to  $4V&  million.  Is  that  correct? 

Mr.  Cleveland.  Yes,  that  is  true. 

Mr.  Leach.  Did  that  loan  of  $4V&  million  reflect  a  capitalization 
plus  retained  eaminffl  of  approximately  $6  to  $7  miUionr 

Mr.  Cleveland.  No,  sir.  That  is  a  short-term  line  of  credit  se- 
cured Iqr  warehouse  receipts,  ftdly  secured  bv  warehouse  receipts, 
issued  Iqr  reputable  warehouses,  and  policed  by  specialists  in  polic- 
ing warehouse  receipts. 

Mr.  Leach.  There  has  been  increased  reporting  in  the  press  that 
a  substantial  amount  of  bank  funds  in  the  State  of  Georgia  have 
gone  into  political  campaigns,  both  at  the  State  and  Federal  level. 
Are  you  confident  that  no  National  Bank  of  Georgia  funds  went 
into  the  Presidential  campaign  that  have  not  heretofore  been  fully 
reDorted? 

Mr.  Cleveland.  No,  sir.  I  would  have  no  knowledge  of  any 
whatsoever  that  would  have  been  in  that  campaign. 

Mr.  Leach.  I  might  just  say  in  conclusion  that  the  Comptroller  of 
the  Currency  and  your  banks  have  come  under  a  good  deal  of 
criticism  today,  I  tmnk  largely  warranted,  but  not  exclusively.  The 
Congress  itself  ought  to  come  into  more  than  a  little  criticism  in 
that  we  have  allowed  very  broad  laws  to  exist  that  lack  teeth  and 
fail  to  protect  in  some  instances  either  shareholders  or  depositors. 

I  might  say  on  top  of  this  that  some  banks  that  are  not  repre- 
sented here  should  be  criticized  most  severely,  those  in  New  York 
and  Chicago  and  Atlanta  that  lent  substantiisd  sums  of  money  on 
what  looks  like  inadequate  collateral,  and  what  looks  like  compen- 
sating balances  from  corporate  deposits  and  possibly  for  political 
reasons. 

I  do  commend  the  chairman  for  holding  these  hearings.  I  think 
there  is  a  good  bit  that  the  Congress  can  look  at  and  that  we  ought 
to  turn  ourselves  inward  and  take  a  good  deal  of  the  blame,  some 
of  which  you  gentlemen  have  borne. 
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Thank  you. 

Chairman  St  Germain.  I  thank  the  gentlemen.  I  state  to  the 

S gentlemen  that  in  fact  we  have,  some  of  us,  been  attempting  to 
egislate  in  this  area.  That,  in  reality,  is  one  of  the  big  reasons  for 
these  hearings  today.  I  feel  badly  for  the  individuals  vmo  are  being 
hurt. 

B^  the  same  token,  the  day  had  to  come  when  these  issues  would 
achieve  prominence  and  would  become  public.  Mr.  Hyde  just  read 
this  conclusion  on  corresponding  balances  being  there,  and  loanB 
being  given  to  certain  individual  as  the  result  of  or  in  return  for 
these  corresponding  balances.  We  have  known  this.  But  everybody 
has  wanted  to  deny  it. 

Again  I  repeat,  when  we  look  at  the  facts  in  this  particular  case, 
anyone  who  is  attempting  to  tell  us  there  is  no  relationship  be- 
tween the  loans  and  the  corresponding  balances  in  essence  is 
saying  that  you  are  bunch  of  idiots.  I  don't  think  that  the  Ameri- 
can people  are  that  insensitive  and  unaware  of  what  has  gone  on. 

It  is  not  exclusive,  I  will  agree,  to  the  institutions  represented 
here  today. 

We  want  to  thank  the  witnesses.  It  has  been  a  long  day.  Unfortu- 
nately, there  probably  will  be  longer  days  ahead.  We  just  received 
a  supplemental  report  from  the  Comptroller,  some  of  which  has 
been  referred  to.  It  will  have  to  be  analyzed. 

There  are  other  records  that  must  be  reviewed.  It  well  may  be 
that  we  will  be  forced  to  ask  you  gentlemen  to  return  asain  in  the 
future.  If  so,  we  will  give  you  as  much  notice  as  is  possible. 

We  also  will  be  sendng  you  some  questions  in  writing  that  have 
not  been  asked  today— some  of  the  members  who  have  other  ques- 
tions would  like  to  submit  them  to  vou  in  writing.  We  would  like 
those  answered  as  diligently  as  possible  for  the  record. 

We  will  be  continuing  hearings  on  the  supervisory  amendments. 
They  are  scheduled  to  start  again  on  September  14.  Certainly  all  of 
the  facts  that  have  come  form  today,  those  that  will  be  elicited  in 
the  future,  I  think  there  will  be  more  forthcoming  in  this  very 
case,  will  be  taken  into  account.  I  am  hopeful  they  will  be  helpfid 
to  us  in  legislating.  For  those  who  feel  that  regulations  can  do  it  I 
have  to  defer  because  in  this  very  case  it  had  to  be  admitted  that 
you  can  tell  people  not  to  continue  to  do  something,  but  you  cannot 
force  them  not  to  continue  to  do  it,  even  though  it  is  an  imsound 
practice. 

For  that  reason,  I  feel  that  legislation  is  necessary,  and  I  am 
hopeful  that  the  committee  will  agree  with  me  and  that  we  can  go 
to  the  full  House  and  get  the  consent  and  agreement  of  the  Senate 
in  this  area. 

The  subcommittee  will  now 

Mr.  RoussBLOT.  Mr.  Chairman — Mr.  Bloom,  are  you  aware  of 
questions  that  have  been  raised  by  Richard  Reeves  and  Barry 
Hager  in  an  article  that  appeared  in  several  newspapers  regarding 
the  Carter  campaign  borrowing  substantial  amounts  of  money  from 
two  banks  in  the  Ueoreia  area? 

Mr.  Bloom.  No,  sir,  I  have  not  seen  those  articles. 

Mr.  RoussBLOT.  I  will  submit  it  for  your  consideration  because 
the  implication  is  that  it  was  an  open  ended  arrangement  during 
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very  critical  periods  in  the  election,  the  primary  elections  from 
January  to  June. 

I  have  not  the  slightest  idea  how  real  they  are,  except  I  find  in 
talking  to  some  of  the  journalists  that  they  think  the  practice  is 
somemiat  doubtful.  But  I  don't  now  how  real  it  is.  I  just  wondered 
if  the  Comptroller  has  looked  into  that. 

I  thank  the  gentlemen. 

Chairman  1^  Germain.  Do  ^ou  have  a  copy  for  the  reporter? 

Bfr.  RoussBLOT.  I  will  supply  it  for  the  record. 

Chairman  St  Germain.  Without  objection,  the  article  will  be 
placed  in  the  record  at  this  point. 

[The  article  referred  to  follows:] 

[From  the  Lot  Angeles  Timee,  Thureday,  September  1, 1977] 
BntT  Lance's  BAraaNG  Gamk  the  Pubbidknt  Knows  How  To  Plat  It,  Too 

GARim  USBD  IT  TO  FINANCB  HIS  CAMPAIGN,  WHILB  HIS  OPPONENTS  WENT  BROKE 

(By  Richard  Reeves  and  Barry  M.  Hager) 

Bert  Lanoe  is  not  the  only  member  of  the  Carter  Administration  who  financed  a 
political  campaign  with  loans  from  firiendly  Georgia  banks.  That's  how  his  friend 
Jimmy  Carter  got  to  be  President 

If  s  an  old  story  in  Geoisia  politics,  and  it  majr  explain  part  of  why,  as  President, 
Garter  seems  to  reel  that  his  director  of  the  Office  m  BAanagement  and  Budget  has 
done  nothing  wrong  in  years  ci  playinf^  around  with  other  peoples'  bank  deposits. 
Both  men  financed  Georgia  gubmiatonal  campaigns  with  bank  loans,  but  the  real 
payoff  in  knowing  how  to  play  the  banks  came  for  Carter  in  the  1976  presidential 
campaign. 

Fourteen  loans  totaling  $1.5  million  from  two  Atlanto  banks  were  what  kept  the 
Garter  campaign  going  throu^  crucial  days  of  the  sprinff  of  1976,  when  a  Sui>reme 
Court  decision  on  the  constitutionalily  m  the  new  Federal  Election  Comnussion 
suspended  matching  fund  payments  to  presidential  candidates  for  two  months. 
While  Henry  Jadoon  and  Morris  Udall  were  going  broke  in  Pennsylvania  and  Ohio, 
Garter  was  tamiing  what  looked  like  an  unending,  and  unsecured,  pipeline  of 
Southern  cash.  In  addition  to  the  bank  loans,  the  Carter  campaign  also  had  what 
amounted  to  short-term  loans  of  almost  $1  million  from  Southern  suppliers  and 
iFendors  who  agreed  not  to  demand  quick  payment  in  order  to  help  the  local  bov 
miJdng  good.  As  a  result.  Carter  was  able  to  outspend  Jackson,  $459,658  to  $167,149, 
in  thePennqrlvania  jwimary. 

Loc^dng  at  the  5,169  pa^  of  Carter  campaign  records  filed  with  the  FBC  shortly 
after  the  1976  election,  it  is  hard  to  figure  out  now  all  that  money  would  have  been 
paid  badL  if  the  local  bay  had  stumbled  and  contributions  to  the  Carter  campaign 
nad  stopped  snowballing.  Somebody  was  gambling  with  other  peoples'  money. 

Lance  stumbled  in  his  1974  campai^  for  the  Etemocratic  nomination  for  governor 
of  Georgia,  and  as  a  result  his  campaupi  committee  still  has  not  paid  back  $890,000 
it  bof lowed  from  Atlante's  Citizens  £  Southern  bank.  C&S,  however,  apparenthr 
tfaou^t  the  Carter  campaign  would  be  a  better  risk,  and  lent  it  $175,000  m  Biarch 
Bad  April  of  1976,  Fulton  National  Bank  in  Atlanto  began  making  loans  after  that. 
By  the  end  of  BAay,  the  campaign  owed  the  two  banks  just  over  $1  million.  Add  to 
that  $1.27  million  in  supplier  buls  and  another  $82,000  m  loans  fiom  smaller  banks 
and  individuals,  and  the  Carter  campaign  was  well  over  $2  million  in  debt  Its 
tangible  assets  at  the  time  were  accounts  reooivable  of  about  $800,000,  most  of  it 
transportation  costs  billed  to  the  Secret  Service  and  press;  and  bills  submitted  to  the 
FEC,  but  not  approved,  totaling  $650,000.  If  the  Carter  campaign  had  collapsed— 
those  thingi  do  nappen  in  politics— some  of  those  generous  Souuemers,  bankB  and 
suroliers,  stood  a  cnance  of  being  stack  for  more  than  $1  million,  because  only 
$100,000  of  the  loan  monev  was  guaranteed  by  Carter's  personal  assets.  According  to 
FEC  records,  the  "guarantor"  of  the  other  loans  was:  "None." 

An  outsider  migkt  piess  that  Georgia  bankers  and  businessmen  were  either  very 
smart,  very  lucky,  high-stakes  gamblers  or  the  the  best  political  analysts  in  the 
oountnr. 

Insiders  mii^t  say,  as  Carter  does  about  Lance's  financial  dealings,  that  that's 
just  the  way  they  do  business  down  there.  "In  terms  of  campaign  financing," 
aooording  to  Campaign  Bloney,  edited  by  Herbert  Alexander,  director  of  the  Citisens 
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Research  Foundation,  "the  ^pranting  of  personal  loans  to  supporters  has  apparently 
been  the  standard  mechanism  for  iiuecting  bank  money  into  (Georgia)  political 
campaigns.  For  instance,  former  Gov.  Carter  has  said  that  seed  money  for  his  1970 
campaign  came  lErom  supporters  who  raised  about  $250,000  in  personal  notes." 

And  that's  what  they  do  say— business  as  usual.  Officials  of  C&S  and  Fulton  told 
the  authors  of  this  article  that  the  loans  were  ''routine,"  and  totally  secured  by  the 
Carter  campaign's  due  bills  and  the  anticipated  FEC  money.  But  the  niunbers  don't 
appear  to  support  that,  and  six  of  the  loans  were  made  when  there  was  some  doubt 
wnether  the  FEC  would  be  reconstituted  by  Congress.  The  C&S  irioe  president  who 
approved  the  first  four  Carter  loans,  incidentally,  was  Hubert  Harris,  now  Lance's 
assistant  for  congressional  relations. 

Besides  the  bank  loans,  there  were  also  the  claims  of  creditors,  the  friendly 
suppliers,  most  of  whom  worked  through  the  small  advertising  agency  of  Gerald 
Ranhoon,  Carter's  media  adviser.  At  the  end  of  Biay,  Rafiduxm  owed  lus  suppliers 
$647,997.  He,  in  turn,  was  owed  that  amount  by  the  campaign.  Rafiihoon,  who  had 
substantial  personal  loans  from  Lance's  National  Bank  of  Georgia,  said  that  none  of 
his  campaign  debts  were  underwritten  by  banks.  'They  were  Atlanta  companies," 
he  said,  "which  were  willing  to  wait  fi>r  money  because  they  wanted  Jimmy  to  win 
as  much  as  we  did." 

And  what  of  Carter's  opponents?  They  could  not,  or  would  not,  borrow  from 
banks.  Jackson,  facing  the  same  problems  as  Carter,  borrowed  only  $42,700.  "Bank- 
ers and  our  finance  people  were  very  skittish  about  the  bankabilily  of  the  FEC  due 
money,  whether  it  could  be  used  as  collateral,"  said  Jackson's  campaign  manager, 
Robert  Keefe.  "No  one  was  sure  fi>r  weeks  whether  there  was  ever  going  to  be  any 
FEC  money.  Scoop  could  have  taken  some  personal  notes,  but  he  rmlly  nas  no  net 
worth  to  borrow  against.  And,  frankly  he  just  didn't  want  a  ddiyt  hanging  over  him." 
Udall  borrowed  $70,000  on  his  signatureu  but  that  was  it  "We  had  no  access  to  real 
money  markets,  said  John  Gabusi,  director  of  the  Udall  campaign,  "and  we 
couldn't  got  loans  like  that  And  we  had  no  deal  like  the  Rafishoon  thing— nobody 
would  give  us  credit" 

The  chronology  of  the  Carter  campaign  borrowing  really  began  on  Jan.  30,  1976, 
when  the  Supreme  Court  ruled  that  the  Federal  Election  Commission— with  some 
members  appointed  by  Congress  and  some  by  the  President— was  an  unconstitution- 
al hybrid  of  legislative  and  executive  powers.  With  the  FEC  in  suspension  while 
Congress  debated  new  legislation,  the  last  matching  fund  checks  went  to  president 
tial  candidates  on  BAarch  22.  All  campaigns  soon  were  in  a  cash-flow  bind.  Carter 
took  his  first  loan  on  March  15— $70,000  frt>m  C&S.  By  the  end  of  the  month  his 
campaign  was  $566,000  in  the  red. 

Wnat  followed  was  classic,  and  suocessfiil,  deficit  financing.  The  Atlanta  banks 
and  suppliers  provided  money  and  services  against  anticipated  revenues— revenues 
that  would  keep  coming  if  Carter  kept  winning  primaries.  For  the  duration  of  the 
primary  season,  the  campaign  would  borrow  money— or  fail  to  pay  its  Gemgia 
creditors— for  "upfiroat"  cash  to  buy  television  time  and  field  organization,  mth 
each  media  barrage— answered  less  and  less  fi^quently  as  Jackson  and  Udall  ran 
out  of  cash— came  a  victory,  or  at  least  a  strong  showing,  and  with  each  triumph 
came  ccmtributions  to  keep  going. 

On  April  2,  the  Carter  campaign  went  to  C&S  for  another  $30,000.  Then:  Anril  15, 
Fulton,  $40,000;  April  20,  Fulton,  $60,000;  April  23,  C&S,  $25,000;  April  ^  C&S, 
$50,000;  Biay  14,  J^ilton,  $130,000;  BAay  14,  Fulton,  $120,000:  May  25,  Fulton, 
$200,000;  BAay  28,  Fulton,  $200,000;  BAay  28,  Fulton,  $100,000;  June  7,  Fulton, 
$200,000;  June  22,  Fulton,  $800,000.  The  loan  total  of  $1,525  million  does  not  neces- 
sarily mean  that  $1.5  million  was  owed  at  any  one  time  because  the  campaign 
began  repaying  loans  in  June.  But  at  times  the  campaign  owed  the  two  banks  at 
least  $1  million. 

By  the  end  of  April,  the  Carter  campai^m  had  a  net  indebtedness  of  $960,000 
includinff  bank  debts  and  $350,000  owed  to  Rafshoon.  On  BAay  31,  the  net  indebted- 
ness hadf  reached  $1,898,000,  with  $645,997  owed  Rafiihoon.  After  the  key  victories 
over  Jackson  and  Udall  in  Pennsylvania  and  Ohio,  and  the  resumption  of  FEC 
payments  beginning  BAay  22,  the  net  debt  was  reduced  to  $1,160,000  on  June  31, 
with  $431,000  owed  to  Rafiihoon.  Bv  the  end  of  July,  the  debt  hiui  been  reduced  to  a 
little  more  than  $500,000,  and  by  Aug.  31  the  Carter  <H>fnp«ign  was  in  the  black  for 
good. 

So,  unlike  Lance's  debts.  Carter's  campaign  loans  were  repaid.  As  far  as  the 
Atlanta  banks  are  concerned,  that's  proof  enough  that  they  were  sound  business 
risks  all  along.  Herbert  McKay,  the  Fulton  vice  president  for  commercial  credit  who 
handled  the  loans,  said  the  bemk  had  "a  conmiitment"  to  the  Carter  campaign,  and 
accepted  repayment  pledges  discussed  in  conversations  with  Carter's  campaign  trea- 
surer, Atlanta  attorney  Kobert  lipshutz.  Lipshutz  is  now  counsel  to  the  President  ' 
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"Eadi  loan  stood  on  its  own  merits,"  McKay  said.  'These  were  short-term,  self- 
Kqiiidating  loans  to  help  them  with  tl^ir  cash-flow  problems." 

"borrowing 

'  which  is 

have  seen 

themselves  as  "outsiders"  as  far  as  Washington  was  concerned,  but  they  sure  sound 
like  Atlanta  insiders  helping  a  buddy  take  over  the  country. 

With  a  little  help  firam  his  friends,  Carter  was  the  onlv  survivor  of  the  dollar 
drou^t  caused  by  the  FECs  court-ordered  inactivity.  By  the  time  UdaU  and  other 
candidates  had  some  ready  cash  in  early  June,  it  was  too  late  to  stop  the  lEront 
runner.  The  "common  practice"  of  politicians  and  bankers  in  Georgia— to  use  Cart- 
er's i^iraae  in  defending  Lance— apparently  was  not  common  enough  elsewhere  to 
do  Carter's  competitors  any  good. 

Carter  now  has  endorsed  that  common  practice  by  endorsing- proudly,  he  said— 
Lance's  behavior.  What  is  most  disturbing  is  that  our  post  Watersate  President  does 
not  seem  to  understand  whv  other  Americans  are  genuinely  shocked  by  Lance's 
"common"  behavior.  Carter  nas  accepted,  for  now,  t£«  standard  of  doing  what  you 
can  get  away  with.  And  it  turns  out  that  the  bankers  and  their  favored  politicians 
can  flBt  awav  with  a  hell  of  a  lot  He  has  disillusioned  a  few  of  us  who  thouf^t  or 
hoped  that  he  was  really  running  against  privilege.  It  looks  as  though  he  did  not 
understand  that  most  people  are  not  as  privileged  as  Lance— or  Carter.  Apparently 
he  never  expected  to  be  held  to  the  standard  he  articulated  in  his  now-famous  BAay, 
1974,  Law  Day  qieeeh  at  the  University  of  Georffia: 

"W^  Fve  read  parts  of  the  embarrassing  (Nixon)  transcripts,  and  I've  seen  the 
proud  statement  of  a  former  attorney  seneral,  who  protected  his  boss,  and  now 
bragi  on  the  feet  that  he  tiptoed  throuipA  a  minefield  and  came  out  'clean.'  I  can't 
twi^twfc  somebody  like  Thomas  Jefferson  tiptoeing  through  a  minefield  on  the 
tedmicalities  of  the  law,  and  thmi  bragging  about  being  clean  afterwards." 

No,  ifs  hard  to  imagine  that  Or  that,  after  he  got  out  of  the  field,  Jefferson 
would  be  met  by  George  Washington  sajdng:  'Tom,  I'm  proud  of  3rou!" 

Chairman  St  Germain.  Mr.  LaFalce  wants  to  address  an  inquiry 
to  Bfr.  Bloom. 

Bfr.  LaFalcb.  Mr.  Bloom,  could  ^ou  perhaps,  not  today,  but  at 
some  subsequent  time,  give  your  opinion  or  the  Comptroller's  opin- 
ion r^^arding  an  interpretation  of  18  U.S.C.  656,  "Tneft,  embe^e- 
ment  or  misapplication  by  a  bank  officer  or  employee,"  particularly 
the  words  'S¥illfully  misapplies,"  what  would  constitute  willful  mis- 
application, and  whether  or  not  detriment  must  be  shown  to  the 
bank  in  order  for  willful  misapplication  to  exist. 

Bfr.  Bloom.  Yes,  sir. 

Mr.  LaFalcb.  You  stated  a  minute  ago  there  was  controversy  in 
the  Department  concerning  that  or  that  you  disagreed  with  the 
opinion  of  some  of  your  attorney? 

Bfr.  Bloom.  As  to  what  constituted  a  violation  of  statute,  yes,  sir. 

[At  the  request  of  Congressman  LiaFalce,  the  following  memoran- 
dum from  the  Office  of  the  Comptroller  of  the  Currency  was  sub- 
mitted by  Mr.  Bloom  for  inclusion  in  the  record:] 
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Comptroller  of  the  Currency 
Administrator  of  National  Banks 


Washington.  DC.  20219 

To  Mr.  John  E.  Shockey ,  ^;*tief  Counsel 

From  Robert  B.  Serine, yMi»^;^ro]^:^itf^[*35^h^t  and  Compliance 

OM  September  1,  197T 

&x)iKt  Elements  necessary  for  successful  prosecution  of 
overdraft  cases  as  misapplication,  5656 

Questions  Presented 

Vfhat  are  the  prerequisites  for  convicting  bank  officials 
of  misapplication  of  funds,  18  U.S.C.  §656,  in  cases  where 
customers  have  overdrawn  their  accounts?  What  factual  situations 
have  satisfied  those  prerequisites? 

Discussion 

Once  it  has  been  established  that  there  is  a  guilty  officer, 
director  or  person  connected  in  any  capacity  with  a  national 
bank,  it  must  be  shown  that  there  is  a  wilful  misapplication. 

Intent 

An  overdraft  may  be  legal  or  criminal  depending  on  the  intent 
of  the  person  committing  it,  inferred  from  surrounding  circumstemces 
shown  by  the  evidence.   U.  S.  v.  Heinye,  161  F.  425  (2d  Cir.  1908). 
The  existence  of  such  intent  cannot  be  inferred  from  the  mere 
existence  of  such  an  overdraft  or  check  kiting  scheme.   U.  S.  v. 
Giordano,  489  F.  2d  327  (2d  Cir.  1973). 

In  Giordana  the  Second  Circuit  found  that  intent  to  injure 
the  bank  in  a  check  kiting  case  existed  if  the  bank  officer  knew 
that  misapplication  exposed  the  bank  to  the  risk  of  losing  funds 
and  the  bank  officer  concealed  the  misapplication.   The  court 
noted  that  the  natural  consequences  of  the  kiting  scheme  was  to 
put  the  bank  in  jeopardy.   The  intent  to  defraud  was  shown  by  the 
fact  that  the  bank  officers  permitted  the  overdrawn  checks  to  be 
treated  as  cash  to  conceal  the  check  kiting  scheme. 

In  U.  S.  V.  Boedker,  389  F.  Supp.  360  (M.D.  Pa.  1974),  the 
defendant  was  found  to  have  intended  to  injure  the  bank  of  which 
he  was  president  by  borrowing  the  overdrafts  of  a  corporate  customer 
of  which  he  was  a  director  and  shareholder.   The  intent  was  inferred 
irom  the  fact  that  the  defendant  knew  the  customer  had  insufficient 
funds  and  was  further  supported  by  the  defendant's  knowledge,  as  a 
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director  of  the  corporate  customer,  that  it  was  unable  to  cover 
the  shortage  in  the  account.   The  court  noted  that  a  jury  could 
conclude,  based  on  the  defendant's  financial  interest  in  the 
customer,  that  the  defendant  had  motive  to  act  against  the  bank's 
interests. 

The  Tenth  Circuit  in  Swingle  v.  U.  S.,  389  F.2d  222  (10th  Cir. 
1968)  concluded  that  the  defendant  satisfied  the  requisite  intent 
from  the  fact  that  the  overdrawn  checks  were  held  without  posting 
each  day  and  vrere  never  recorded  in  appropriate  books.   In  U.  S.  v. 
Matsinger,  191  F.2d  1014  (3d  Cir.  1954)  the  circuit  court  remanded 
the  case  to  determine  whether  the  defendant  satisfied  the  intent 
requirement,  but  held  that  a  misapplication  in  an  overdraft  situa- 
tion must  be  more  than  a  mere  bookkeeping  tremsfer  and  must  involve 
an  actual  conversion  of  the  bank's  money. 

Willful  misapplication 

The  Boedker  court  concluded  that  a  bank  official  may  still 
be  acting  wilfully  even  though  he  neither  knows  or  intends  that 
his  actions  violate  the  law. The  following  facts  of  this  case  were 
sufficient  to  conclude  willfulness  on  the  defendant's  part: 
(1)  that  defendeunt  instructed  subordinates  to  handle  these  over- 
drafts differently;  (2)  that  the  handling  of  the  overdrafts 
rendered  the  bank  liadale  for  them  despite  the  customer's  history 
of  overdrafts;  (3)  that  defendant  informed  the  customer's  president 
that  the  bank  would  honor  the  checks  despite  insufficient  funds; 
(4)  that  defendant  did  not  inform  the  board  of  directors  of  this 
arrangement;  (5)  that  defendant  had  substantial  interest  in  the 
customer. 

Boedker  is  unique  in  that  discussion  of  wilful  misapplication 
is  distinct  from  that  of  intent.   In  most  other  cases  involving 
overdrafts  as  violation  of  §656,  the  two  prerequisites  are  discussed 
together  and  the  facts  proving  wilfulness  also  prove  intent. 

In  U.  S.  V.  Boedker,  389  F.  Supp.  360  (M.D.  Pa.  1974)  the 
court  indicated  that  while  it  is  not  uncommon  for  a  bank  to  retain 
an  NSF  check  when  it  is  reasonably  certain  that  the  amount  of  the 
check  can  be  collected,  it  is  not  a  common  practice  to  retain  NSF 
checks  when  the  account  holder  has  a  history  of  NSF  checks.   The 
court  in  Boedker  stated  that  "given  what  had  to  be  the  precarious 
finsmcial  situation  of  [the  account  holder]  the  natural  result  of 
the  defendant's  honoring  [the  account  holder's]  overdrafts  was  to 
injure  and  defraud  the  bank."   Id.  at  364. 

Payment  of  interest  is  a  factor  that  can  be  weighed  to  determine 
if  there  is  intent.   Id. 
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Chairman  St  Germain.  I  conclude  by  stating,  Mr.  Henderson — 
incidentally,  Mr.  Henderson,  do  you  have  an  opinion  on  NOW 
accounts?  I  am  very  serious.  We  start  the  hearings  tomorrow.  I  will 
let  you  be  the  leadoff  witness.  Are  you  for  or  against  NOW  ac- 
counts, as  you  understand  it? 

Mr.  Henderson.  I  have  no  opinion. 

Chairman  St  Germain.  The  reason  I  ask  is  when  I  look  at  the 
overdrafts,  it  seems  to  me  in  this  overdraft  situation  at  Calhoun, 
during  that  campaign,  there  was  a  imique  t3rpe  of  NOW  account 
developed,  of  a  brand-new  type.  If  Mr.  Lance  were  to  stay  on,  I  am 
wondering  if  he  would  come  out  in  favor  of  NOW  accounts. 

The  subcommittee  will  be  in  recess  until  tomorrow  morning  at 
10,  room  2222,  and  we  will  have  hearings  on  NOW  accounts  open- 
ing. 

Gentlemen,  as  I  stated  earlier,  we  may  well  have  to  call  on  you 
again,  and  we  appreciate  your  assistance  today.  Thank  you. 

[The  following  are  written  questions  submitted  by  members  of  the 
subcommittee  to  the  witnesses,  along  with  the  repUes:] 

[In  addition,  following  are  questions  from  Chairman  St  Germain 
to  nine  banks  in  regard  to  correspondent  relationships  along  with 
the  replies:] 
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U.S.  HOUSE  OF  REPRESENTATIVES  lS:S*'.rSS^'~<^^ 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

OF  THE 

COMMITTEE  ON  BANKING.  HNANCE  AND  URBAN  AFFAIRS 

NlNKTV^riFTH  CONGHKSS 

WASHINGTON.  D.C.  20515 
September  20,  1977 


Mr.  Y.  A.  Henderson,  Jr. 
Chainaan  of  the  Board 
Calhoun  First  National  Bank 
P.  0.  Box  12169 
Calhoun,  Georgia  30701 

Dear  Mr.  Henderson: 

As  you  are  a%»re.  Members  of  the  Subcommittee  indicated  In  our 
hearings  on  September  6  that  ve  vould  have  follow-up  questions  to 
your  appearance. 

l.You  were  at  the  Calhoun  First  National  Bank  when  the  apparent  violations 
of  law  regarding  the  Campbell  and  campaign  matters  occurred. 

Please  provide  the  Subcommittee  with  your  own  accounting  of  the  events 
Involving  these  referrals  Including  the  dates  you  became  aware  of  violations, 
the  dates  the  F.B.I. ,  the  Comptroller  of  the  Currency's  examiners,  and  the 
U.  S.  Attorney  were  informed  of  these  violations,  and  the  dates  of  and 
content  of  any  discussions  you  had  with  any  of  the  above  agencies  regarding 
the  violations. 

2.  Your  bank  signed  an  agreement  with  the  Comptroller  of  the  Currency's 
Office  on  December  2,  1975. 

Please  infoaiL. the  .Subcommittee  on  what  date  your  bank  was  informed,  if 
ever,  that  the  Comptroller's  office  had  made  a  criminal  referral  to  the 
Justice  Department  regarding  several  matters  found  in  the  bank  in  1975. 
Was  the  bank  kept  informed  of  the  various  steps  of  this  criminal  referral, 
did  you  know  which  possible  violations  were  being  handled  by  the  Justice 
Department  in  Washington  and  which  were  being  handled  by  the  U.  S.  Attorney 
in  Atlanta? 

3.  An  Assistant  U.  S.  Attorney  in  Atlanta  has  testified,  under  oath,  to 
a  Senate  Committee  that  he  caused  a  subpoena  to  be  served  on  your  bank 
for  certain  books  and  records  in  September  of  1976  and  that  he  was  informed 
that  the  records  were  not  at  your  bank. 

Please  provide  the  Subcommittee  with  a  copy  of  your  response  to  the 
D.  S.  Attorney's  office  in  Atlanta. 


Digitized  by 


Google 


440 


Mr.  Y.  A.  Henderson,  Jr.  -2-  September  20,  1977 

4.  In  the  December  2,  1975  agreement  you  signed  with  the  Comptroller' i 
Office  ,  Article  14  provided: 

**The  BANK  shall  reduce  loans  to  70Z  or  less  of  total  deposits.** 

Please  inform  the  Subcoomlttee  what  the  ratio  of  loans  to  deposits 
vas  at  that  time. 

5.  Article  13  of  the  same  agreement  provided: 

"The  BANK  shall,  with  all  due  diligence,  reduce  its  dependency 

on  borrowed  funds  of  all  types,  as  well  as  on  volatile  liabilities. ** 

Please  inform  the  Subcom&ittee  of  the  nature  of  the  Comptroller *s 
concern  in  this  regard. 

Because  of  ongoing  legislative  and  oversight  hearings,  your  earliest 
response  would  be  appreciated. 

Sincerely, 


St  Germain 
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^^^  ^^  CALHOUN.  GEORGIA  30701 


September  29,  1977 


Mr.  Fernand  J.  St  Germain,  Chairman 
Subcommittee  on  Financial  Institutions 
U.S.  House  of  Representatives 
Ninety-Fifth  Congress 
Washington,  D.  C.  20515 

Dear  Mr.  St  Germain: 

In  response  to  your  follow-up  questions  In  your 
letter  of  September  20,  1977,  I  should  like  to  submit  the 
following  answers: 

1.   I  first  became  aware  that  we  were  holding  a  fictitious 
note  for  the  benefit  of  Mr.  Bill  Campbell  on  July  31, 
1975,  at  approximately  Noon.   At  that  time  I  also  became 
aware  that  Mr.  Campbell  had  vacated  the  bank  and  I 
finally  located  him  at  his  home  In  the  late  afternoon. 
We  called  on  him  at  his  home,  and  he  admitted  several 
other  false  entries,  forgeries  and  other  matters  to  us 
whereupon  we  came  back  to  the  bank  and  called  the  FBI, 
the  Regional  Administrator  of  National  Banks,  our  local 
bonding  company  agent  and  the  United  States  Attorney  and 
notified  that  these  matters  had  been  discovered.  The 
Comptroller's  office  sent  representatives  here  the  next 
morning  as  well  as  the  bonding  company  and  the  Federal 
Bureau  of  Investigation,  and  of  course  we  discussed  with 
them  what  we  already  knew.   We  Immediately  all  set  In  to 
try  to  delve  Into  the  total  depths  of  this  which  It  turned 
out  took  about  six  months  to  uncover.   We  had  many  dis- 
cussions with  all  of  these  people  about  the  Campbell 
matter  for  quite  some  time  thereafter. 

The  first  time  that  I  realized  anyone  considered  that  we 
had  handled  the  campaign  funds  Incorrectly  was  when  I 
received  a  subpoena  to  come  to  a  proceeding  at  the  Regional 
Administrator  of  the  Currency's  office  In  Atlanta  on  August 
28,  1975.   After  I  received  the  subpoena  Mr.  John  Sherry 
called  me  from  the  Comptroller's  office  In  Washington  and 
asked  me  If  I  had  received  It,  If  I  Intended  to  be  there 
and  what  my  reaction  to  It  was.   I  Informed  him  that  I  did 
not  know  that  we  had  done  anything  wrong,  but  that  I  would 
certainly  be  there.  After  arriving  at  the  Regional  Adminis- 
trator's office  on  that  date  I  was  put  under  oath  and  gave 
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Mr.  St  Germain 


September  29,  1977 
Page  Two 


my  testimony  on  this  matter  and  was  Informed  that  It  should 
be  kept  private  which  I  did.   I  did  not  hear  any  more  of 
this  matter  at  all  until  the  time  that  the  newspapers  began 
to  report  on  It  after  Mr.  Lance  was  proposed  to  be  named  to 
a  Cabinet  position  In  President  Carter's  Cabinet. 

2.  To  the  best  of  my  knowledge  our  bank  was  never  Informed 
that  the  Comptroller's  office  had  made  a  criminal  referral 
to  the  Justice  Department  about  any  matters;  therefore,  the 
bank,  of  course,  was  not  informed  of  the  various  steps  that 
took  place  thereafter. 

3.  I  do  not  recall  ever  being  served  with  a  subpoena  for  cer- 
tain books  and  records  of  the  bank  In  September  of  1976. 

I  have  asked  the  various  other  Officers  of  the  bank  who 
might  be  aware  of  this,  and  none  of  them  recall  such  a  sub- 
poena either. 

4.  The  loan  deposit  ratio  of  The  Calhoun  First  National  Bank  on 
December  2,  1975,  was  74.9%. 

5.  I  have  no  knowledge  of  the  nature  of  the  Comptroller's  con- 
cern about  the  item  mentioned  In  Article  13  of  the  Agreement 
between  this  bank  and  the  Comptroller's  office. 


Sincerely, 


Y.  A.  Henderson kJf. 
Chairman  of  the  Board 
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U.S.  HOUSE  OF  REPRESENTATIVES  m22?1.T^<U'T^* 

SUBCOMMITTEE  ON  RNANCIAL  INSTITUTIONS 
SUPERVISION.  REGULATION  AND  INSURANCE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NlNCTV-FlFTH  CONGRCSS 

WASHINGTON.  D.C.  20515 
September  20,  1977 


Mr.  John  E.  Davis,  President 
Calhoun  First  National  Bank 
P.  0.  Box  12169 
Calhoun,  Georgia  30701 

Dear  Mr.  Davis: 

As  you  are  aware.  Members  of  the  Subcoomittee  indicated  in  our 
hearings  on  September  6  that  we  would  have  follow-up  questions  to 
your  appearance. 

1.  Calhoun  First  National  Bank  filed  a  claim  with  its  bonding 
company  for  losses  occurred  in  the  Billy  Lee  Campbell  matter. 

What  was  the  maximum  amount  of  coverage  for  such  losses  in 
1975?  What  was  the  final  disposition  of  the  dispute  between 
your  bank  and  the  bonding  company  on  this  matter? 

2.  Please  provide  the  Subcommittee  with  stockholder  lists  for 
Calhoun  First  National  Bank  for  the  years  197A  to  date.   Please  include 
in  the  list  the  number  of  shares  owned  by  each  stockholder. 

3.  Please  provide  the  Subcommittee  with  a  detailed  analysis  of 
Calhoun  First  National  Bank's  capital  accounts  for  the  years  1974  to 
date.   Include  in  this  analysis  any  major  increases  in  the  capital 
accounts  and  provide  data  on  the  method  used  to  increase  that  capital 

(such  as  stock  offerings,  retained  earnings,  etc.).   For  any  stock  offerings, 
please  provide  the  names  of  the  purchasers,  the  number  of  shares  bought 
by  each  purchaser,  and  the  price  paid  for  those  shares. 

Because  of  ongoing  legislative  and  oversight  hearings,  your  earliest 
response  would  be  appreciated. 


Sincerely 


St  Germain 


FJStGrmLr 
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September  26,  1977 


Mr.  Fernand  J.  St  Germain 
Subcommittee  on  Financial  Institutions 
U.S.  House  of  Representatives 
Ninety-Fifth  Congress 
Washington,  D.  C.  20515 

Dear  Mr.  St  Germain: 

As  requested  In  your  letter  of  September  20,  1977, 
the  following  answers  to  the  follow-up  questions  to  my  personal 
appearance  before  your  Subcommittee  are  furnished: 

1.  The  face  amount  of  our  Insurance  coverage  under  which  a 
claim  was  filed  with  our  former  bonding  company  In  the 
Billy  Lee  Campbell  matter  was  $1,700,000.00  during  1975. 
After  considerable  litigation  by  both  sides.  The  Calhoun 
First  National  Bank  settled  with  the  bonding  company  for 
a  cash  payment  of  $450,000.00  plus  the  salvage  rights 

to  all  loans,  agreements  and  any  other  other  assets  of 
any  value  supporting  these  credit  extensions  which  were 
Involved  In  the  matter.   Since  the  settlement  date  with 
the  bonding  company  we  have  collected  approximately  an 
additional  $195,000.00  from  the  other  assets  which  were 
granted  us,  and  we  feel  that  a  substantial  additional  sum 
Is  collectible. 

2.  As  requested,  stockholders  lists  of  The  Calhoun  First 
National  Bank  for  1974.  1975,  1976  and  1977  are  Included, 
and  as  you  can  see  the  computer  printout  shows  the  total 
number  of  shares  owned  by  each  stockholder. 

3.  The  most  complete  detailed  analysis  of  our  capital  accounts 
for  the  years  1974  to  date  will  be  found  within  our 
financial  reports  and  are  Included  In  our  Annual  Reports  of 
December  31,  1975,  and  December  31,  1976.   These  reports 
are  attached  along  with  a  three-year  moving  summary  of  the 
changes  in  equity  capital  which  we  submit  to  the  appropriate 
regulatory  authorities  on  a  regular  basis. 

In  June,  1976,  a  common  stock  offering  was  made  to  our 
stockholders  and  1,313  shares  of  $2.50  per  value  common 
stock  were  sold.   A  list  of  the  purchasers  of  this  stock 
by  name  and  amount  is  attached,  and  as  you  can  see  on  our 
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Mr.  St  Germain  September  26,  1977 

Page  Two 


financial  statements  after  deducting  the  selling  expenses 
of  approximately  $10,000.00,  $3,000.00  was  credited  to  the 
Common  Stock  Account  and  the  undivided  profit  account  was 
credited  for  the  excess  of  proceeds  from  the  sale  of  our 
stock  over  the  par  value  In  accordance  with  regulatory 
authority  approval.  This  Is  the  only  stock  offering  we 
have  had  between  the  years,  1974  to  date. 

We  certainly  hope  this  will  complete  the  Information 
needed  from  The  Calhoun  First  National  Bank  In  connection  with 
our  previous  testimony  before  your  Subcommittee. 

Yours  truly. 


JED/jr/cb 
Enclosures 
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All  Figures  in  Sections  B  through  F  are  to  t}e  Year  to  Date 
SECTION  B— CHANGES  IN  EQUITY  CAPTTAL 


.CHARTER  NUMBER: 


7.SHa 


/f-7(^ 


1.  Baianc*  baginning 


2.  Nat  incoma  Ooaa)  . 

3.  Sala.  oonvarann. 


Olmnod    i.aislmlnl     i.ggrlaodnl      luc   Ixxxlnl  ^.TTn  TioEfiDa 

I       280    IXXXiXXl        280   IXXxIJion 


4.  ChangaainddanHo 

margara  and , 
abaorpttona 

5.  CMhdMdawda 

atock 

6.  CashdMdandi 


1           0  IxxxIxxl 

alxnixxl 

dxoini 

19   Ixxxind 

9  9  Imlxxl 

1           0  ixxxini 

oimlni 

ci|«x|«l 

P.  Iffxlnl 

0  ImlxxT 

.1        0  Mxxxtat         0  Umlia 


8.  OOwr  incraaaaa 
(dacraaaaa) 
Qtamtn)   


olaodMd 


Qlffll"! 


flxxxiffii       Q  imia       QlmSa 


oipfftol 


oixxxiwi 


qaodnl         o  imlad  o  Ixxxlxn  s 


9.  Baianoaandof 


Ulmbod    1.3ill|«xlnl     X.3i.ltodal      UB  Imbntl  a.UHIi  Imlinil  9 
SECTKJNC— RESEIWE  FOR  POSSIBIXLOAN  LOSSES  (VUualionResecve)_!i<oMS!!«L>U 


f .  Baianoa  bagfnnmg  of  pafiod  . . . .  .^ 

t.  Raoovariaa  oadftad  to  t99tt)/9 / 

3l  ChanQaa  inddanl  to  marQars  and  Miaocpliona 

4  PioiMontorpoart>laloanloaaaa(rmii(aquaillam?jofSacltonA).... 

&  Loaaaa  chafgad  to  raaaiva ^ 

e  Baiancaandofpark)d(rTw<taqualSuMam9bofnaporto(CondHion)  . 


Tnouaanila  of  dollafa 

***!"•    I  mini 

ill  J^b 
}       ^1^   ^mm 


SECTION  D— OTHER 
CPERATING  MCOME 


1   Tradbigaooountinooma.  TbOMMWHlf  pt  dplaw 

Nal r  »     IxnIXXl 

^  EquRy  In  nal  inooma  (toaa) 
efu  ""  ^ 


0    ImlBd 


X  Alolhar.(ilantia  amounts  ovar 

29%eriiam4batow) 

CfiTOHtfir, .  Xl>.QPWft  ...55,000 


4.  Total  (must  aqualSacflon 
A.  Mam  lm) 


^Qft    Imlxii 


^"*>    Imliod 


SECTION  E— OTHER 
OPERATING  EXPENSES 

OBmm  axpanaaa 
t.  Mlnoritvinisffaatinoonsoldatad    •njouarida  oKlollaw 

subsidMaa I  0       IWXlad 

2.  Al  olhar.  (Namiza  amounts  ovar 

2S%ofiiam3batow) 


3.  Total  (must  aqualSadlon 
A.  nam  2k) 


■I         ^^''     Imid 
.1         '*g7    TroTioa 


Digitized  by 


Google 


454 


jfBANK:         Tha    Calhoun    Tir><it    Ma1-lnnAl     iUnV: 

.1  Rgures  in  Sections  B  through  F  are  to  be  Year  to  Date 
SECTION  B— CHANGES  IN  EQUITY  CAPITAL 


.CHARTER  NIIMaElfc7.£!ia_ 


/9'7<^ 


(PwviM 


tffMriod. 


2.  NMinoanwOoM). 
S.  Sttls.  oonwmion,' 


wiBrwiWHl  of  ctpMal  • 
4.  ChMgMinddanlto 


S.  CMhdMdondi 
ctMlMdonoonw 
•kM* 

S.  CMhdMdwidi 


.1  Q  iKwirt  1.275  Imlxxl  1.350  ixcJad      (2)  imixxi  g-figaiQum 

I    (121)  IXBrilXl       (12l3Kiag 

■I  n  Imlad         un  Ixxxinl  nlxndxxl        n    Imlnl         unlnBa 


0  Imlnd  0  Imlxxl  ^ 


0    ImlBd  oixnlni 


7.  Slock  dMdwidi 


S.  Othor  Incwooog 


0  lx«l»d 


^..,.,.y..^ 
0|xxxl»| 


olxniad 


r 


0  Imlari  ^     ^Olxxxixxl 


0  imlnl       -0    imiBd  oi««i«i 


Preiaiua.r>n.3.ale  of  stock  x^       ..  ^v. 


0  hondnl     360    imlad       380lmln| 


T 


9.  BaImioo  Ofid  of  _. 

P«iod I  0  Imbod    i.aislmlxxl  1.3SQ  IXBdxxl     ii»s    Imlnl    2-8ioimfiBa  i 

SECTION  C— RESERVE  FOR  POSSIBLE  LOAN  LOSSES  (Vakialion  Re^rvft)  TT.w,MOja>  or  d£y]H_ 


^                             V  ^  /     /  /              .  > 
1.  Btfonoo boginning of  poriod  .^sV^T*;.^. .... j.y. . ,•• I .'."i'->. .^'•. 

^.  R«oo»o><o>cwwilod to rwotvo  . . .TSwTN y . . . .J... /.^...^..\>x..«r:.. ..... 

9l  ChsngM  inddont  to  motgofs  and  objgmitloflo  ^  ^^ ..;'..  ^'. ...  .^ 

4L  fto»Wunlorpoaifctok)«nlooMitoiuiifoqu«lltomqoi8ocltonA).f.\..". 

^'^•--^^.•'•«^  

SECTION  D— OTHER  ^  \^  C^  V   .  SECTION  E— OTHER 


OPERATING  mCOUE 


mconE^^^^ — > 

unl  inoonw.  TIm 


>x^ 


r^^'^T^^I^^^ 


OPERATING  EXPENSES 

/      OhVMponMo 
1 .  MhwHy  inlMMl  In  ( 


2-  E4ullyinn«llnoomo(loo«)  J 


0  Ixxidd 


2.  Al  olhOR  (tafnin  wnounts  wof 
25%o(itom3b 


'i  ^""^^^'ISSj 


3.  AlothonCrtwniz*  •mounts  ovor 
39%0fltom4tokMr) 


113  |ipBliq< 


3.  Total  (must  oqualSMflon 
A.llwn2k) 


181    Imtrt 


181    \m\tA 


4.  Tontf  (must  oquai 
A.|tBm1m) 


113  Ixoliod 


Digitized  by 


Google 


455 


OF  BANK:     The  frilhnun  Firwt  HntinnaT    Rflnk 


^  •  Figures  in  Sections  B  through  F  are  to  t}e  Year  to  Date 
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HMAMOM  mOHUOHTS 


AT  THE  YEAR  END 

1976 

I97i 

Total  Assets 

$54,167,000 

$52,527,000 

Deposits 

49.053.000 

47.794.000 

Loans 

32.337.000 

33.210.000 

Capital  Funds 

3.086.000 

2.810.000 

TOTAL  FOR  THE  YEAR 

Total  Operating  Income 

$  4.425.000 

$  4.287.000 

Total  Operating  Expense 

4.019.000 

4.531.000 

Income  (Loss)  Before  Income 
Taxes.  Securities  Gains  and 
Extraordinary  Item 

406.000 

(244.000) 

Net  Income  (Loss) 

280.000 

(121.000) 

Earnings  (Loss)  per  Shai 

re 

.53 

(.24) 

Digitized  by 


Google 


584 


It  is  •  diatlnct  pl«asur«  to  pr«s«nt  you  this  annual  raport  for  1976 
raflactlng  th«  rcvutUi  or  tlu  sffortK  of  •  dedicated  staff  to  aocoivllah 
a  coiH>l«t«  tuntiroufi4  t^tm  itm   •concalc  4tLtt  icallin   which  b«Mt  ua  th« 
talB  furviflfiui  rvaxi.  "iouT   B«fUt  Mt  d*finit«  goali  at  th«  beginning  of  th« 
ym»w   te  inorvur  oparating  Lnco^e  uid  cut  ei[pen««a  and  th*  figure*  pr*- 
f«nt*d  hAta  «i U  ahow  that  th«s«  goals  war*  aat. 

Loan  daaand  contlnuad  to  be  waak  throughout  th«  banking  ooawunity 
during  1976  aa  hatty   individual*  4114  butiftaasaa  rvbitlU  tha  liquidity 
ifUAb  «la«(at  dJI,aflpp*«ra4  i^  ^74   Un«4>loyaMnt  continued  to  be  a  problwa 
ttatwtftiDUt  th*   y*«r  and  this  continued  to  caua*  son*  loan  loss  problaats 
in  consuMar  type  loans.  At  the  present  tiaa  «*e  foreaee  an  iaproveaent  in 
both  of  tn*»  iliuationa  and  feel  that  such  a  turn  will  be  much  help  to 
the  Bank  in  1977. 

In  September  of  1976  we  joined  with  several  other  regional  banka  and 
fail  ■■J   oc^f»utar  service  carporaelon  vhlch  l«  oCf  tD   y*ry  good  start. 
tUla  joint  VHit^r*  will  aid    in  offef  inq      and  beti^ai  aervicea  to 
DU£  Cu^tOBeri  ii#lil«  #«dueinq  our  data  prDc«aiin<9  wp^n**  1   Throughout  the 
year  we  have  Markedly  increased  oiv  ataff  training  pt^ttmR   and  we  are 
beginning  to  see  the  results  of  tt\im     If  art  thraughout  our  operations. 

I  aa  sure  that  each  of  you  share  our  pride  in  the  selection  of  our 
Board  Chaiiaan,  Nr.  Bert  Lance,  as  the  Director  of  the  Office  of  Nanage- 
■ant  and  Budget.  Me  feel  that  the  newly  elected  President  has  aade  an 
«ieallaBi  chal<»  for  this  position  of  high  responsibility  and  that  The 
CaUwtvi  r^ftt  Hatlomal  Bank  should  be  justly  proud  to  have  such  a  dis- 
tingaiahod  aIubdus. 

Tbe  iipportUfticl*4  ahaad  are  a  source  of  challenge  and  satisfaction 
to  ymiT  dirvcrura  and  ataff  and  I  aa  aure  that  they  join  aa  in  acknowl- 
edging your  enthusiaaa  and  support  in  aeeting  thea. 

Sincerely, 


Y.A.  Henderson, 
President 
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STATf iMIN7S  Of  FINAMCIAI  COMOmOM 


FOR  THE  YEARS  ENOEO  DECEMBER  31.  1976  AND  1975 

ASSETS 

1»7< 

CASH  AND  DUE  FROM  lANKS 

INTEREST -ICARINfi  IALANCES  MITH  BANKS 

INVESTMENT  SECURITIES  (Nott*  1  and  4): 
U.  S.  Trtaiurjr  btlli  and  nott* 
U.  S.  Govtrnatnt  a«tnctt»  and  corporatloni 
Statt*  and  otMr  political  lubdlvlslon* 
Otiitr.  1nctud1n9  Ftdtral  Rtttrvt  itock 
of  180.000  In  197t  and  179.000  In  197S 

Total  Invtstatnt  *tcur1t1t» 

FEBtUL  FUNDI  lOiO  JIMQ  SICVRITIES 

mtCHJiStB  IMIb^t  A4NKNEIITS  TO  RESELL 

LOANS,  not  of  untarntd  Inttrtit  of 
11.322.000  In  1976  and  I1.2S7.000  In 
I97S  (Notts  1  and  S) 

Lti*  -  Rtttrvt  for  posslbit  loan 
lotto*  (Nott  S) 


lANK  PREMISES.  FURNITURE  AND 
EQUIPMENT  (Nottt  1  and  9) 


PREPAID  INCOME  TAXES  (Nottt  I  and  6) 
OTHER  ASSETS  (Nottt  1  and  8) 


%   4,178.000 

%   5.O53.O00 

800.000 

200.000 

8.971.000 

1    SOO.OOO 

2.25S.000 

8.334.000 
500.000 
968.000 

184,000 

167,000 

11,890,000 

y.w.ow 

1.190.000 

2,000.000 

32.749.000 

33.621.000 

412,000 

411,000 

3?.  337. 000 

3?.210.O00 

1,834.000 

1,905.000 

•22.000 

687.000 

1,318.000 

1,503.000 

IS4.167.000 

I52.S27.000 

LIABHITItS  MP  SHAREHOLDER^-  |NVE^TM{NT 

DEPOSITS: 

Otmand  119.202.000    117.560.000 

Savlnot  9.886.000     10.449.000 

Othtr  tiM  19.965.000     19.785.000 

Total  dtpositt  49.053.000     47.794.000 

ACCRUED  INTEREST  AND  OTHER  PAYABLES  279.000        » 36. 000 
DEFERRED  INCOME  TAXES  (Nottt  1  and  6) 


n.ii?l888      li.ifyloM 


CAPITAL  NOTES  (Nottt  2  and  3)               1.500.000  1.500.000 
CONTINSENCIES  (Nott  8) 

SHAREHOLDERS'  INVESTMENT  (Nott  2): 

CoMon  stock                            1.318.000  1.315.000 

Surplus                                1.350.000  1.350.000 

undivided  profitt                         418.000  145.000 

3.086.000  2.810.000 

$54,167,000  152.527.000 

Tilt  accoapanying  nottt  art  an   Integral   part  of  thttt   ttattatntt. 
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STAmnnns  or  iMcoMf 


FOR  THE  YEARS  ENDED  DECEMBER  31.  1976  AND  1975 


INTEREST,  DIVIDENDS  AND  FEES  ON  LOANS 
AND  INVESTMENT  SECURITIES: 

Loans  $3,322,000  $3,491,000 

U.  S.  Govarnment  sacurltlcs  602.000  3S4.000 

States  and  political  subdivisions  47.000  35.000 

Federal  funds  sold  69.000  51.000 

Balances  Mith  banks  45.000 

Other  9.000  - 

4.084!000  3.931.800 
COST  OF  FUNDS,  principally  Interest  on: 

Deposits  1.800.000  1.963.000 

Subordinated  notes  127.000  127.000 

Federal  funds  purchased  1 .000  9.000 

i.gzfl.ooo  z.omIooo 

Net  nargln  on  funds  2.166.000  1.832.000 
Less  •  provision  for  possible  loan 

losses  (Note  1)  252.000  566.000 

Margin  on  earning  assets  1,914.000  1.266.000 

OTHER  FEES  AND  INCOME: 

Trust  services  31.000  40.000 

Service  charges  on  deposit  accounts  180.000  185.000 

Other  120.000  1  SI. 000 


Z.ZISlOOO   l.622!000 

OPERATING  EXPENSES: 

Salaries  and  enployee  benefits                    943.000  961.000 

Occupancy  expense  331.000  356.000 

Other  ?^5.9M  M9.Q" 

INCOME  (LOSS)  BEFORE  INCOME  TAXES. 

SECURITIES  GAINS  AND  EXTRAORDINARY  ITEM 

INCOME  TAX  PROVISION  (CREDIT) 

INCOME  (LOSS)  BEFORE  SECURITIES  GAINS  AND 
EXTRAORDINARY  ITEM 

SECURITIES  GAINS,  after  applicable  income 
taxes  of  $4,000 

INCOME  (LOSS)  BEFORE  EXTRAORDINARY  ITEM 

EXTRAORDINARY  ITEM.  UTILIZATION  OF  NET 
OPERATING  LOSS  CARRYFORWARD  (Note  6) 

NET  INCOME  (LOSS)  $   280.000   $  (121.000) 

EARNINGS  (LOSS)  PER  SHARE,  based  on  weighted 
average  shares  outstanding  during  the  year 
(526.566  shares  in  1976  and  510.000  in  1975): 
Income  (loss)  before  securities  gains 

and  extraordinary  Item  $      .47   $    (.24) 

Securities  gains  .01 

Extraordinary  item  (Note  6)  ^       _-___ 

Net  Income  (loss)  $      TI  $    (TTT) 


1.839.000   1.868.000 

406.000 

(244.000) 

156,000 

(123.000) 

250.000 

(121.000) 

5.000 

_ 

255.000 

(121.000) 

25.000 

. 

The  accompanying  notes  are  an  integral  part  of  these  statements. 


.  ^vf"^ >.' '  ^-  <■,* ^^iinayywffwjuiip  —ii  hw'A"  HPWPiwwiwi 


Digitized  by 


Google 


587 


SfATiMtHTS  or  SHARiHOiDiltS'  IHVtSJMiHT 


FOR  THE  YEARS  ENDED  DECEMBER  31.  1976  AND  1975 


BALANCE.  January  1.  1975 
Salt  of  coHBon  stock 
Net  loss 
Cash  dividends  ($.18  per  share) 

BALANCE.  Doconber  31.  1975 

Sale  of  coHBon  stock,  net  of 

expenses  of  $10,000 
Net  Incoae 
Cash  dividends  ($.05  per  share) 

BALANCE.  Decenber  31.  1976 


The  accompanying  notes  are  an  Integral  part  of  these  statenents. 


CoiiHon 

Stock 

Surplus 
$1,350,000 

Undivided 
Profits 

Shares 

Anount 

510.000 
16.000 

$1,275,000 
40.000 

(Mote  i) 

$  (2.000) 
360.000 

(121.000) 
(92.000) 

526.000 
1.313 

1.315,000 
3.000 

1.350.000 

145.000 

19.000 
280.000 
(26.000) 

527.313 

$1,318,000 

$1,350,000 

$418,000 
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STATfMMtfrS  OrCHAMOnm-nNANOAL  pounoN 


FOR  THE  YEARS  ENOEO  DECEMBER  31.  1976  AND  1975 


SOURCE  OF  FUNDS: 
Operations- 
Net  Incone  (loss)  before  extraordinary  Iten  $  255.000    $  (121.000) 
Itens  not  requiring  (providing) 
funds  In  the  current  period- 
Provision  for  possible  loan 

losses,  net  of  charge-offs  1.000       98.000 

Depreciation  and  anortlxatlon  98.000       85.000 

Deferred  Incone  taxes  127.000.       75.000 

— ill  .000     — rrrm 

Extraordinary  Itea  (Note  6)  25.000         - 


Sale  of  capital  stock 

22.000 

400.000 

Increase  In  deposits  and  accrued  Interest 

1.289.000 

701 .000 

Decreases  1n- 

Loans 

872.000 

. 

Federal  funds  sold 

810.000 

. 

Cash  and  duo  fron  banks 

277.000 

4.951.000 

Other  assets  and  liabilities 

198.000 

. 

S3. 974:000 

SS. 189. 000 

USE  OF  FUNDS: 

Cash  dividends 

$   26.000 

$   92.000 

Purchase  of  Investnent  securities. 

net  of  Maturities 

3.921.000 

2.266.000 

Property  additions 

27,000 

65.000 

Increase  In- 

Federal  funds  sold 

. 

2.000.000 

Loans 

. 

496.000 

Other  assets  and  liabilities 

- 

1.270.000 

13.974.000        |S:i89;000 


The  acconpanylng  notes  are  an   Integral   part  of   these  stateacnts. 
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MOriS  TO  HNANCIAL  STAmOMfS 


AS  OF  DECEMBER  31.  1976  AND  DECEMBER  31.  1975 


1.   ACCOUNTING  AND  REPORTING  POLICIES: 


*^, 


The  accounting  and  financial  rcportina  policies  of  The  Calhoun 
First  National  Bank  confer*  generally  to  the  predominant 
pfictlces  In  the  banking  Industry  and  are  based  on  generally 
■  ccfpttil  flccQurUng  principles.  The  following  Is  a  descrlp- 
^f   the      significant  policies. 

Rijjiiiuai  tfld  Enpenna- 

SubttintUTijr  »n  ^#venuei  end  ttptniet  ir#  rtco poized  pb 
ih*  '--■.-1  i-j---  of  accounting,  A1th»ugh  thi  taih 
basis  of  accounting  Si  utfd  to  nca^nUt  ciftitn  revenues 
and  expenses,  princ  i  paTlj'  truit  ind  Totn  feet*  there 
would  be  no  significant  effect  on  net  IdEihat  jf  th« 
accrual  basis  were  used.   Ifittrest  Ikc^h  on  nstallaent 
loans  Is  deferred  and  stibtBq,iient1y  <:r«it1t«d  to    income 
using  the  Rule  of  79"!  ntChod.   Intarvit  on  ather  loans 
Is  accrued  unless. in  th«  o^loUn  &r  mam^en^ent,  such 
Interest  will  not  bt   celle^ted^ 

Investment  Securltles- 

Investment  securities  are  carried  at  cost  adjusted  for 
amortization  of  premiums  and  accretion  of  discounts. 
Gains  and  losses  a   ^tter«ilnt<t    the  specific  Identifi- 
cation method.  No  proyiiisn  1  ::.j^  -.^   the  accounts  for 
dtcl  ne    mtrkt-     valu«  tcTow  c&i  since  the  Bank 
gantrt  1j^  In  endf  to  ho   1n«aitn*nti  t^  tite  r  maturity. 

tn  It  Pr  ga  1  %  e  t .  f  n  f  n '  t  ><£*  a  n4   E  LtuJ  fL*e_fl  t  - 

"^ ft ni~]tT »■  It « t  » n d  7ii7ft  1 1 K r *  ((HI  e nf y  { p me n  t  0*rneij  ^y  tht 
Kftnk  arc  ttated  at  coit  ]t%\   ACC^uinuUted  depreciation. 
For  financitT  rtportlng  purposes »  dtprfctitipn  1i  pro- 
vided Mtln9  tht  ^tr^lsht-llnt  vttih^d  Dvor  tht   rstliitted 
HtvTtf)  iWt*  (f  in«  49s«tl.   Accetcnted  depreciation 
pettiods  ire  jintrtlly  used  for  incam%   Ktn   purpoiet. 
Routine  mtlntenence  ind  rcpelri  Ire  charged  to  ppcrating 
expenses  as  Incurred. 

Other  Real  Estate- 
At  December  31 .  1976  and  1975,  respectively,  other  assets 
Include  $106,000  and  $127,000  of  properties  acquired 
through  foreclosure.  Such  properties  are  carried  at  the 
lower  of  outstanding  loan  balance  or  estimated  market 
value. 

Income  Taxes- 
The  tax  effects  of  transactions  are  recognized  In  the 
year  In  which  they  affect  Income  regardless  of  when 
the  taxes  are  actually  paid.  Investment  credits  are 
recognized  uslno  the  flow-through  method  whereby  the 
credit  reduces  Income  tax  expense  In  the  year  In  which 
the  credit  Is  realized  for  Income  tax  reporting  purposes. 

Reserve  for  Possible  Loan  Losses- 
The  provision  for  possible  loan  losses  Is  determined  on 
the  basis  of  actual  loan  loss  experience  and  management's 
evaluation  of  the  overall  loan  portfolio  relative  to  the 
economic  conditions  existing  at  the  time. 
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SHAREHOLDERS'    iNVtSTflEtiT; 
The  authorU«d  eapitil   itocfc  of  the  Bank  consists  of  550.000 
ihirei  «f  tZ.SQ  pir  viljc  coanon  stock,  of  which  527.313 
ili4i-tf  «tr<  srvtitiA^inf  it  Decenber  31.   1976.  and  526.000 
w*ff       tiUndinQ  tt  lyectaibcr  31.   1975.     No  preeiiptlve  rights 
(t  vltii  ftiptct   to  (ht   luthorlzed  but  unissued  coMon  stock. 

For   iccoupttn^   purpDicip    th*   9«nl    dtt   cre^ltrd   attiivMtd   profltt 
t«T  th#  «ji£fti  of  pmctidi  fropi  siTa  of   tt«   stock  gwtr  p«r 
vaiut  ef   ttt  i^tetk  «»id   ia  ittehrdanct  trtth  figuUtorr  autNoritf 
Apprfftll  .       Fre«   tint    to   tiHtp    ailfruntf    h)Vt    l?trn    n^i^rBfir  1 1 ttd    t6 
Capital:    itQck    1a    coJtPtCtlon    ttUh    itDCk    dlvldtnttt    4nd    t«    lurplut 
t«  Bflnt^lin  iipprftNlPilely  tD*  %'i   ctptitl    Stock   to   )!    surplus 
ratiD  required  "bit  btn^  rtgulttory  mttf^rttlf s-     Accardt A^lr,   at 
04««Mb«r  31  <   1$7G.  yndlvi-dad  prdfttt  tvatlabla   for  caih  dividends 
4«oynt*d  to  approtiwauljr  t^Zi^QO^,   iitbject  t«   the  ftitrictlo^ni 
lapostd  bjr  ttic  capital    note  agreaatnt,  fnpltlritd   further  In   the 
follD-Hln^  partgrtptir 

Under   CPre  tern  of  the  capital   (i«t«  tgreeiant   (tie  Ptotc  3) 
igtfc|«te  dWIdar^di   (other  than  itoch  divfdends)   iTitce 
Deceiibar   1,   l97Ji  c«nnet  ticrcd  net    'ncoae  afltr  that  date. 
As  or  HecHitacr  3K   1?7tt   the  Bank   will   Htvc  to  realUt  net 
fdcoac   Ip  future  parladi  of   iU9i<i0it  before  dlvldendt 

■Af  bt  pale  \it\\t%i.  a  vaWer  of  tnis  pr&v      ah  can  be  obtained. 
SlaMer   rotrlctloflt  esUted  In   1976',   hewcver  the  Bank 
ffbtitnvil  m  tt«lver  rr&n   the  notc  holder  of  this  section  of  the 
capital   nate  aoreeKent  allowing  the  payaent  of  dividends   In 
t\¥   imgvnt:   of    t?E,OQ0. 
CAPITAL   NOTES: 

In   1973.   the  Bank   Issued  $1,500,000  of  8-1/21  capital   notes. 
Teras  of  the  note  agreeaent  call    for  annual    payaents  of 
Interest  only  through  1980  and  payaents  of  $195,000   (Including 
principal   and   Interest)   each  year  thereafter  through  1993.     The 
notes  aay  be  prepaid  at  any  tiae  subsequent  to  1984  subject  to 
a   prepayaent  penalty  of  8X  of  prepaid  aaounts  decreasing  to 
none  In   1992. 

Under  tftli  agreeaent  the  Bank   Is*   aaong  other   things.   (1) 

restricted  frdn  ««fu»lAg   funded'  debt  or  enterlno   Into  long-tera 
real    prupertjr   lea;E'it  wHhawt   prior  approval;    (2)   Halted  as   to 
the  p^     ..    '    ,r    '■•    • -idndi,   (cthtf   than   stock  dividends)   to 
cuaulatlve  net   Incoae   tince  Utceaber.   1973   (see  Note  2);   and 
(3)   restricted  froa  repurchasing   Its   capital    stock   If  the 
effect  of  such  repurchase  would   be   to  reduce  capital    (as  defined) 
to  less  than  $2,000,000. 

INVESTMENT   SECURITIES: 
The  carrying  value  and  related  aarket  value  of   Investment   securities 
at   Decenber   31.    1976  and   1975  were  as   follows: 


Carrying  Harkat  Carrying  Harket 

Value  Value  Value  Value 

U.  S.  Treasury 

bills  and  notes   $  8.971.000   $9,175,000  $6,334,000  $6,342,000 

U.  S.  Governaent 
agencies  and 
corporations         500.000     500.000     500.000     500.000 

States  and  other 
political 
subdivisions       2.255,000   2.301.000     968.000     920.000 

Other  164.000     130.000     167.000     129.000 

$11,890,000  $12.1  OS. 000  $7.969;000  $7,891  lOOO 
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At  Dccenber  31.  1976.  aaturltles  of  Investnent  sacurltlts  are 
as  follows: 

U.  S.  Treasury  bills  and  notes 

Within  1  year  $  5.473.000 

After  1  but  within  5  1.235.000 

After  5  but  within  10  2.263.000 

81971.000 

U.  S.  Governaent  agencies  and  corporations 

Within  1  year  500.000 

States  and  other  political  subdivisions 

Within  1  year  121.000 

After  1  but  within  5  489.000 

After  5  but  within  10  188.000 

After  10  1.457.000 

zlzsslooo 

Other 

Within  1  year  2.000 

After  1  but  within  5  60.000 

After  5  but  within  10  13.000 

After  10  89.000 

Igl.OOO 
$11,690,000 


At  Decenber  31.  1976  and  1975.  securities  carried  at  approxlaately 
$4,066,000  and  $5,409,000,  respectively,  were  pledged  to  secure 
public  funds,  trust  balances  and  other  balances  as  required  by 
law. 


The  conposltlon  of  the  Bank's  loan  portfolio  at  Deccnber  31.  1976 
and  1975.  was  as  follows: 


CoMerclal  and  Industrial  loans         $24,907,000  $26,452,000 

Consuaer  installaent  loans  9.087.000   8,206,000 

Loans  to  real  estate  Investaent 

trusts  77.000     250.000 

Total  loans                   34.071.000  34,908.000 
Less- 
Unearned  discount                     1.322.000  1.287.000 
Reserve  for  possible  loan 

losses  (Note  1)                      412.000  411.000 

$32,337,000  $33.210!000 

The  Bank  has  froii  tine  to  tine  made  loans  to  officers  and  directors 
or  their  faallles  or  to  conpanles  with  which  they  ^rt   affiliated. 
These  parties  also  Maintain  deposit  relationships  with  the  Bank. 
Such  loans  are  nade  at  rates  and  terns  slullar  to  those  Hade  to 
unaffiliated  borrowers.  At  Decenber  31.  1976.  the  total  of  such 
loans  was  approxluately  6X  of  outstanding  loans. 

At  Decenber  31.  1976.  loans  totaling  $305,000  are  pledged  to  secure 
public  funds  on  deposit  at  the  Bank. 
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Transactions  in  the  reserve  for  possible  loan  losses  for  the  years 
• and  1975        


as  follows: 

1976 

1975 

$ 

411.000  $ 

313.000 

252.000 
(297,000) 

566.000 
(550.000) 

_ 

46,000 

82,000 

$ 

■ 

412.000  $ 

■■■■■■■■a    ■ 

411.000 

ended  Deceaber  31.  1976  and  1975. 


BALANCE,  beginning  of  year 

Add  (deduct)- 

Provision  for  possible  loan 

losses 
Loans  charged  off 
Recoveries  on  loans 

previously  charged  off 

BALANCE,  end  of  year 

INCOME  TAXES: 
The  current  and  deferred  aaounts  of  the  provision  for  incoM  taxes 
for  the  years  ended  Deceaber  31.  1976  and  1975.  were  as  folloMS: 

1976       1975 

Currently  payable  (refundable)  $    29.000  $  (198.000) 

Deferred  127.000      75.000 

$ isilOOO  $  (1Z3!000) 

Deferred  taxes  result  froa  the  following  tiaing  differences  In 
recording  revenues  and  expenses  for  financial  reporting  purposes 
and  Incoae  tax  reporting  purposes: 


Excess  of  book  under  (over)  tax 
provision  for  possible  loan 
losses  $    50.000  $  (132.000) 

Excess  of  tax  over  book  depreciation         10.000      15,000 

Aaortlzatlon  of  adjustment  froa  a  change 
to  the  accrual  method  for  Income  tax 
reporting  purposes  (being  amortized 
"ng  in  19"** 


over  10  years  ending  in  1982)  81.000 

000)    

WS  i TTtUTO 


Accrued  Interest  and  other  (14.000)    1 J  1.000 

I   127."'"'  • 


The  provision  (credit)  for  Incoae  taxes  Is  less  than  the  aaount  which 
would  be  computed  by  applying  the  Federal  Income  tax  rate  of  48t 
to  Income  (loss)  before  Income  taxes.  A  reconciliation  of  this 
difference  Is  as  follows: 

1976  1975 

Expected   Income  taij  provision   (credit)       $       195.000  $  (117.000) 

Tax  exempt   Interest                                                        (48.000)  (41.000) 

Other                                                                                         9.000  35.000 

Provision   (credit)   recorded                             %       156.000  $  (123,000) 
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Prepaid  Income  taxes  represent  primarily  the  tax  effect  of  the 
cuaulatlve  difference  In  1973  of  the  change  froa  reporting  for 
Incoae  tax  purposes  on  a  cash  basis  to  the  accrual  method,  and 
reduces  Income  taxes  otherwise  due  through  1982.  The  Bank 
recognized  the  difference  In  prior  years  and  future  amortization 
of  prepaid  tax  benefits  will  not  affect  the  tax  provision  for 
financial  reporting  purposes. 

After  utilization  of  all  available  carrybacks  resulting  from  the 
net  operating  loss  Incurred  In  1975.  the  Bank  had  a  net  tax 
carryover  benefit  of  $25,000  to  be  applied  against  future  tax 
liabilities.  At  December  31.  1976.  this  amount  has  been  used 
In  full  and  has  been  reported  as  an  extraordinary  item  in  the 
statement  of  Income. 

7.   PENSION  PLAN: 

The  Bank  h^i  t  npnrontrlbvtQfy  M^slofi  pUn  t«f  tvViUtttiiWr  «1t 
of  Mi  full'ttnt  tnploytts,  Ttti  Dtnh^s  avlic/  1i  te  fund  each 
jfcar'i  (crufd  cait£  undtr  Kht  plan,  IneTudlnq  morttcttfon  of 
put  f^ict  com  QVfr  §  3D're«r  perifliJ  At  September  ?fl*  1576 
(date  of  ntiit  r«c»it  actuhcUl  Study),  unfundtd  past  itfvlce  c&its 
amounted   to   (70,000.     At   SaptfJibBr  3D,   1976   {ftttaT  year-end   oT 


am( 

the  plan),  the  actutrlally  computitf  IfiblVlty  for  vffled  btntfUi 

exceeded  tlit  marliet  i^iluie  Qf  pVtn  i»iet&  by  tlOfl^^OOD. 

Pension  expense  for  the  years  ended  December  31.  1976  and  1975. 
amounted  to  $37,000  and  $30,000.  respectively. 

PENDING  INSURANCE  CLAIM: 

Included  In  othsr  latetf  at  Dtccjubir  31,  1976  and  1975  are 
•  p^r?jiimit«1y  (900,000  af  lD«ni^  uhUh  trs    the  result  Of 
the  &i!ik  unc{}t«rlng  cvrtafn  felttpproprlations  In  1975.  In 
cunnectUn  tNtrtlrUlii ,  «  ccmgilBtc  InvBfli^ltlon  was  made 
wPif£h  riiuUid  In  {*}   the  filing  ar  a  cUim  by  the  Bank 
■  filnfl  tile  Iniwrihce  cirrler  under  the  terms  of  Its  blanket 
band  fer  I^^^^OOOk  tud  fb}  the  dijqljdl  ^f  a  former  officer 
who  subsequently  pleaded  guilty  and  was  convicted  of  various 
criminal  charges. 

The  Bank  Is  presently  negotiating  a  settlement  with  their 
Insurance  carrier  whereby  the  Qiik  «ov1d  receive  Immediately 
a  partial  cash  ^ettltnent  aitd  til  rlfhtt  to  pursue  collection 
against  third  parth     nclu^ln^  ttklnq     e  to  collateral. 
The  Bank  Intends  to  ajgreniveiy  pur^Me  cailectlon  of  these 
loans  and  has  estiblUhed  festrvti  for  possible  losses  which. 
In  the  opinion  af   mantgoiiiirt  trt  adequite  to     rovlde  for 
amounts  which  will  not  be  realized  elthtr  from  the  Insuror  or 
others. 
BANK  PREMISES.  EQUIPMENT.  FURNITURE  AND  FIXTURES: 

The  cost,  related  reserves  for  depreciation  and  net  book  value  of 
the  Bank's  fixed  asset  categories  1   tu^hartied  btlom^ 

Reserve  for   Net  Book 
.  Depreciation   Value 


Bank  premises  (Including 

land  of  $266,000)  $  1.761.000  $   315.000  $  1.446.000 

Furniture  and  equipment  708.000     320.000     388.000 

$  2.469l000  $ 63Sl000  $  l.sIr.OOO 

Depreciation  expense  for  1976  and  1975,  respectively,  was  $41,000 
and  $49,000  for  bank  premises. and  $57,000  and  $36,000  for  furni- 
ture and  equipment. 
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DEMAND  DEPOSITS: 
The  eoaposltlon  of  the  Bank's  dcaand  deposit  accounts  Is  as 
follows: 


1976       1875 


Individuals 

$  9.49S.000  $ 

9.269.000 

Corporations  and  other  profit 

organizations 

7.063,000 

5.9S5.000 

U.  S.  Govtrnaant.  states  and 

other  political  subdivisions 

1.88S.000 

1.S98.000 

Comerclal  banks 

487.000 

S64.000 

Certified  and  officer's  checks,  etc. 

Si9.zoz!ooo  $' 

174.000 

Total  deaand  deposits 

I7.SIO.OO0 

At  Deceaber  31.  1976  and  1975.  other  tiae  deposits  In  excess  of 
$100,000  aaounted  to  $7,640,000  and  $10,376,000.  respectively. 

INVESTMENT  IN  UNCONSOLIDATED  SUBSIDIARY: 
During  1976,  the  Bank  and  certain  other  banks  established  a 
corporation  which  provides  data  processlna  services  to  the 
participants.  The  Bank's  Investaent  in  tne  corporation 
(a  31f  ownership)  Is  accounted  for  uslna  the  equity  wethod. 
For  the  year  ended  Deceaber  31.  1976.  $20,000  was  Incurred  for 
services  by  the  corporation  and  $4,000  was  received  as  rental 
Incoae  froa  the  corporation. 
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To  th«  Shareholders  of 

The  Celhoun  First  Netlonel  Benk: 

We  heve  exealned  the  ststeaents  of  finsnelsl  condition  of 
The  Celhoun  First  Netlonel  Benk  (•  national  banking  association)  as  of 
Deceaber  31,    1976  and  1979,  and  the  related  statements  of  Income, 
shareholders'  Investment  and  changes  In  financial  position  for  the 
years  then  ended.   Our  examination  was  made  In  accordance  with 
generally  accepted  auditing  standards,  and  accordingly  Included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures  as 
we  considered  necessary  In  the  circumstances. 

In  our  opinion,  the  accompanying  financial  statements 
present  fairly  the  financial  position  of  The  Calhoun  First  National 
Bank  as  of  December  Jl,    1976  and  1979,  and  the  results  of  Its 
operations  and  the  changes  In  Its  financial  position  for  the  years 
then  ended.  In  conformity  with  generally  accepted  accounting 
principles  consistently  applied  during  the  periods. 


Q^^^^^fiw-^  (J.^*ae>A*^<VCo. 


Atlanta,  Georgia, 
January  28,  1977. 
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Own.  •!  tht  B«vd 
Y.  A.  ► 


John  E.  Davit.  Jr. 

EMCUtlvt  VIot  PrMMwrt 

COMMIRCIAL  LOAN  OIPARTMENT 
Mtorvlii  L.  Taylor 

VIca  PraaldMTl  &  Mortgagt  Loan  Offlcar 
Frank  L.  Hutchinaon 

VicaP 


Aaal.  Loan  Oparatlona  OHkar 
NomM  B.  Ht^Mteld 

Aaalalanf  Vka  PraaManI 

INSTALUMCNT  LOAN  DEPARTMENT 
Boiroa  E.  Paia 
Vka  P 


Canaumar  Cradlt  Orfloar 
Frank  R.  Blalodi 


OPERATIONS  DEPARTMENT 


VIca  PraMdant  &  OparaNena  OHkar 
Caralyn  R.  Fatllt 

Aaalalanf  OparaNena  omcar 
Pat  O.  Hail 

Aaalalanf  Oparatlona  OHkar 

FAIRMOUNT  BRANCH 


David  N.  I 

Branch  Managar 


AUDIT  DEPARTMENT 
Gaorga  R.  Crowlay 

CUSTOMER  RELATIONS 

Norma  Fox 

Cuatomar  Ralatlona  OHIoar 
Judy  Mulkay 

Aasl.  Cudomar  Ralatlona  OHkar 


TRUST  DEPARTMENT 


Enoch  Ovarby  III 
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Arthur  Andersen  8c  Co. 

Atlanta.  Georgia 


To  the  Stockholders  of 

The  Calhoun  First  National  Bank: 

We  have  examined  the  statement  of  condition  of  The  Calhoun 
First  National  Bank  (a  national  banking  association)  as  of 
December  31,  1975,  and  the  related  statements  of  income,  stockholders* 
investment  and  changes  in  financial  position  for  the  year  then  ended. 
Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards,  and  accordingly  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances. 

In  our  opinion,  the  accompanying  financial  statements 
present  fairly  the  financial  position  of  The  Calhoun  First  National 
Bank  as  of  December  31,  1975,  and  the  results  of  its  operations  and 
the  changes  in  its  financial  position  for  the  year  then  ended,  in 
conformity  with  generally  accepted  accounting  principles  applied  on  a 
basis  consistent  with  that  of  the  preceding  year. 


LL>dou.- —  L»iwfl4>s4fl.wj:VCo. 


Atlanta,  Georgia, 
February  11,  1976. 
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THE  CALHOUN  FIRST  NATIONAJi  BANK 

STATEMENTS  OF  INCOME 
FOR  THE  YEARS  ENDED  DECEMBER  31,  197$  AND  197^; 


1975 


INTEREST  AND  FEES  ON  LOANS  AND 
INVESTMENT  SECURITIES: 
Loans 

U.  S.  Government  Securities 
States  and  political  subdivisions 
Federal  funds  sold 


COST  OF  FUNDS,  principally  interest  on: 
Deposits 

Subordinated  notes 
Federal  funds  purchased 


Net  margin  on  funds 
Less-  Provision  for  possible  loan 
losses  (Note  1) 

Margin  on  earning  assets 

OTHER  FEES  AND  INCOME: 
Trust  services 

Service  charges  on  deposit  accounts 
Other 


OPERATING  EXPENSES: 

Salaries  and  employee  benefits 

Occupancy  expense 

Other 


INCOME  (LOSS)  BEFORE  INCOME  TAXES 

INCOME  TAX  (PROVISION)  CREDIT 

NET  INCOME  (LOSS) 

EARNINGS  (LOSS)  PER  SHARE,  based  on 
weighted  average  shares  outstanding 
during  the  year  (510,000  shares  in 
1975  and  197^;)  —  (Note  1) 


$3,491,000 

354,000 

35,000 

51,000 

3,931,000 


1,963,000 

127,000 

9,000 

2,099,000 

1,832,000 

566,000 

1,266,000 


40,000 
185,000 
131,000 

1,622,000 


874,000 
356,000 
636,000 

1,866,000 

(244,000) 

123,000 

$  (121,000) 


$(.24) 


1974 
(Unaudited; 


$3,414,000 

445,000 

37,000 

16,000 

3,912,000 


1,808,000 
128,000 
206,000 

2,142,000 

1,770,000 

220,000 

1,550,000 


43,000 

188,000 

89,000 

1,870,000 


834,000 
324,000 
636,000 

1,794,000 

76,000 

(5,000) 

$   71,000 


$.14 


The  accompanying  notes  are  an  integral 
part  of  these  statements. 
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THE  CALHOUN  FIRST  NATIONAL  BANK 


STATEMENTS  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  YEARS  ENDED  DECEMBER  31,  1975  AND  1974 


1975         1974 
(Unaudited) 

SOURCE  OF  FUNDS: 
Operations- 
Net  Income  (loss)  $  (121,000)   $   71,000 
Items  not  requiring  (providing) 
funds  in  the  current  period- 
Provision  for  possible  loan 
losses,  net  of  charge-offs 
(Note  4) 
Depreciation  and  amortization 
Deferred  income  taxes 

Sale  of  capital  stock 

Matured  investment  securities,  net 
of  purchases 

Increase  in  deposits  and  accrued  interest 

Decreases  in- 
Other  assets  and  liabilities 
Cash  and  due  from  banks 


98,000 
85,000 
75,000 

154,000 

77,000 

(40,000) 

137,000 
400,000 

262,000 

701,000 

4,624,000 

4,951,000 

826,000 

$6,189,000 

$5,712,000 

USE  OF  FUNDS: 

Cash  dividends  $   92,000   $  133,000 

Purchase  of  investment  securities, 

net  of  maturities  2,266,000 

Property  additions  65,000       48,000 

Increases  in- 
Federal  funds  sold  2,000,000 
Loans  496,000    1,455,000 
Other  assets  and  liabilities  1,270,000 
Cash  and  due  from  banks  -         3,205,000 

Decrease  in  deposits  and  accrued 

interest  -           871,000 


$6,189,000   $5,712,000 


The  accompanying  notes  are  an  integral 
part  of  these  financial  statements. 


Digitized  by 


Google 


605 


THE  CALHOUN  FIRST  NATIONAL  BANK 


NOTES  TO  FINANCIAL  STATEMENTS 

FOR  THE  YEARS  ENDED  DECEMBER  31,  1975  AND  1974 

( Information  with  respect  to  1974  has  not  been 
examined  by  Independent  public  accountants) 


1.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  AND  REPORTING  POLICIES: 
The  accompanying  financial  statements  for  the  year  ended 

December  31,  1975,  represent  the  first  financial  statements  of 
the  Bank  examined  and  reported  on  by  independent  public 
accountants.   Prior  to  that  time  principal  reliance  was  placed 
on  internal  examinations  and  examinations  by  regulatory 
authorities.   Certain  adjustments  (as  further  explained  in 
Note  2)  have  been  made  to  previously  reported  undivided 
profits.   Further,  certain  reclassifications  have  been  made  to 
the  1974  financial  statements  and  previoasly  reported  amounts 
because  of  new  repotting  requirements  adopted  by  the  banking 
Industry  and  to  conform  amounts  to  the  1975  presentation. 

In  1975,  the  banking  industry  adopted  the  practice  of  classifying 
the  valuation  portion  of  the  reserve  for  possible  loan  losses 
as  a  reduction  of  the  total  amount  of  loans.   In  prior  years, 
this  amount  was  reflected  as  a  liability  together  with  other 
amounts  representing  cumulative  net  transfers  from  undivided 
profits  and  related  deferred  Income  taxes.   These  transfers 
were  not  available  to  absorb  loan  losses  and  have  been  restored 
to  undivided  profits  in  the  accompanying  financial  statements 
with  the  effect  of  increasing  undivided  profits  at  December  31, 
1973,  by  $154,000. 

In  addition,  certain  other  reclassifications  have  been  adopted 
which  are  also  reflected  in  the  accompanying  financial 
statements.   Unearned  discount  has  been  reclassified  as  a 
reduction  in  loans  rather  than  as  a  liability  as  has  been  the 
practice  in  prior  years.   Capital  notes  previously  reported  as 
a  part  of  capital  funds  have  been  reclassified  separately  as 
liabilities  in  the  accompanying  statement  of  condition. 

Revenues  and  Expenses- 

Substantially  all  revenues  and  expenses  are  recognized 
on  the  accrual  basis  of  accounting.   The  cash  basis 
of  accounting  is  used  to  recognize  certain  revenues 
and  expenses,  principally  trust  and  loan  fees; 
however,  there  would  be  no  significant  effect  on  net 
income  if  the  accrual  basis  were  used.   Interest  on 
Installment  loans  is  recognized  using  the  Rule 
of  78*8  method.   Interest  on  other  loans  is  accrued 
until,  in  the  opinion  of  management,  such  interest 
will  not  be  collected. 
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Investment  Securltles- 

Investment  securities  are  carried  at  cost  adjusted  for 
amortization  of  premiums  and  accretion  of  discounts. 
Gains  and  losses  are  determined  on  the  specific 
identification  method.   No  provision  is  made  in  the 
accounts  for  declines  in  market  value  below  cost 
since  the  Bank  generally  intends  to  hold  investments 
to  their  maturity. 

Bank  Premises,  Furniture  and  Equlpment- 

Bank  premises  and  furniture  and  equipment  owned  by  the 
Bank  are  stated  at  cost  less  accumulated  depreciation 
of  $536,000  and  $451,000  at  December  31,  1975  and 

1974,  respectively.   For  financial  reporting 
purposes,  depreciation  is  provided  using  the 
straight-line  method  over  the  estimated  useful  lives 
of  the  assets.   Accelerated  depreciation  methods 
are  genercUly  used  for  Income  tax  purposes. 
Maintenance  and  repairs  are  charged  to  operating 
expenses  as  Incurred. 

Other  Real  Estate- 

At  December  31,  1975  and  1974,  respectively,  other 
assets  include  $127,000  and  $151,000  of  properties 
acquired  through  foreclosure.   Such  properties  are 
initially  carried  at  the  lower  of  outstanding  loan 
balance  or  estimated  market  value,  and  are 
subsequently  written  off  over  a  five-year  period 
to  conform  with  regulatory  requirements. 

Income  Taxes- 

The  tax  effects  of  transactions  are  recognized  in  the 
year  in  which  they  affect  Income  regardless  of  when 
the  taxes  are  actually  paid.   Investment  tax  credits 
are  recognized  using  the  flow-thru  method  whereby 
the  credit  reduces  income  tax  expense  in  the  year  in 
which  the  credit  is  realized  for  income  tax 
reporting  purposes. 

Reserve  for  Possible  Loan  Losses- 

Prior  to  1975,  the  provision  for  possible  loan  losses 
charged  against  earnings  was  based  on  the  ratio  of 
actual  net  charge-offs  during  the  past  five  years 
Just  ended  to  average  loans  during  that  period,  in 
accordance  with  one  of  the  alternate  methods 
prescribed  by  bank  regulatory  authorities.   During 

1975,  management  adopted  a  method  of  providing  for 
possible  loan  losses  on  the  basis  of  actual  loan 
loss  experience  and  evaluating  the  overall  loan 
portfolio  relative  to  economic  conditions  existing 
at  the  time.   This  method  is  in  conformity  with 
generally  accepted  accounting  principles.   Because 
of  this  new  policy,  it  has  been  necessary  to  restate 
the  financial  statements  of  the  Bank  for  1974  by 
increasing  the  provision  for  possible  loan  losses 
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in  197A  by  $150,000.   The  effect  of  this  additional 
provision  has  been  to  reduce  net  income  and  earnings 
per  share  by  $75,000  ($.15  per  share  for  197^). 

2.  STOCKHOLDERS'  INVESTMENT: 

The  authorized  capital  stock  of  the  Bank  consists  of  550,000 
shares  of  common  stock,  of  which  526,000  shares  were 
outstanding  at  December  31|  1975,  and  510,000  were  outstanding 
at  December  31,  197^.   No  preemptive  rights  exist  with  respect 
to  the  authorized  but  unissued  common  stock. 

For  accounting  purposes,  the  Bank  has  credited  undivided  profits 
for  the  excess  of  proceeds  from  sale  of  its  stock  over  par 
value  of  the  stock  sold  in  accordance  with  regulatory  authority 
approval.   From  time  to  time,  amounts  have  been  appropriated  to 
capital  stock  in  connection  with  stock  dividends  and  to  surplus 
to  maintain  approximately  the  $1  capital  stock  to  $1  surplus 
ratio  required  by  bank  regulatory  authorities.   Accordingly,  at 
December  31,  1975,  undivided  profits  available  for  cash 
dividends  amounted  to  approximately  $71,000,  subject  to  the 
restrictions  Imposed  by  the  capital  note  agreement,  explained 
further  in  the  following  paragraph. 

Under  the  terms  of  the  capital  note  agreement  (see  Note  9) 
aggregate  dividends  (other  than  stock  dividends)  from 
December  1,  1973,  cannot  exceed  net  income  since  that  date. 
Because  of  the  loss  Incurred  In  1975,  net  Income  of  $383,000 
must  be  realized  in  future  periods  by  the  Bank  before  cash 
dividends  can  be  paid. 

Undivided  profits  at  January  1,  197^;,  has  been  adjusted  to 

reflect  the  effect  of  certain  adjustments  to  the  accounts 

discovered  in  1975  applicable  to  years  prior  to  197^,  as 
follows: 

Increase  (Decrease) 
Undivided  Profits 

Reduction  of  reserve  for 

depreciation  $  213,000 

Increase  in  unearned  interest         (258,000) 

Increase  in  income  taxes  (164,000) 


$(209,000) 


INVESTMENT   SECURITIES: 
Securities   at   December    31,    1975   and   1974,    were   as    follows: 
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1975  1974 


Ci 

arrying 
Value 

Market 
Value 

Carrying 
Value 

Market 
Value 

U.  S.  Government 

$6 

,334,000 

$6,342,000 

$2,548,000 

$2,532,000 

U.  S.  Government 
agencies  and 
corporations 

500,000 

500,000 

2,093,000 

2,093,000 

States  and  other 
political 
subdivisions 

968,000 

920,000 

951,000 

826,000 

Other 

167,000 

129,000 

111,000 

79,000 

$7 

,969,000 

$7,891,000 

$5,703,000 

$5,530,000 

At  December  31,  1975  and  1974,  securities  carried  at 

approximately  $5,409,000  and  $5,185,000,  respectively,  were 
pledged  to  secure  public  funds,  trust  balances  and  other 
balances  required  by  law. 

LOANS: 

The  composition  of  the  Bank's  loan  portfolio  at  December  31,  1975 
and  1974,  was  as  follows: 

1975         1974 


Commercial  and  industrial  $26,452,000  $30,948,000 

Consumer  installment  loans  8,206,000  3,274,000 

Loans  to  real  estate  investment 

trusts  250,000  250,000 


Total  loans  34,908,000    34,472,000 

Less- 
Unearned  discount  1,287,000    1,347,000 
Reserve  for  possible  loan 

losses  (Note  1)  411,000      313,000 

$33,210,000   $32,812,000 

Nonaccruing  loans  amounted  to  $1,398,000  at  December  31,  1975. 

The  Bank  has  from  time  to  time  made  loans  to  officers  and 

directors  or  their  families  or  to  companies  with  which  they  are 
affiliated.   These  parties  also  maintain  deposit  relationships 
with  the  Bank.   Such  loans  are  made  at  rates  and  terms  similar 
to  those  made  to  unaffiliated  borrowers.   At  December  31,  1975, 
the  total  of  such  loans  was  approximately  7%   of  outstanding 
loans. 
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Transactions  in  the  reserve  for  possible  loan  losses  for  the 
years  ended  December  31,  1975  and  1974,  are  as  follows: 

1975       1974 


BALANCE,  beginning  of  year 

(Note  1)  $313,000    $159,000 

Add  ( deduct  )- 

Provision  for  possible  loan 

losses  (Note  1)  566,000     220,000 

Loans  charged  off  (550,000)   (78,000) 

Recoveries  on  loans 

previously  charged  off  82,000     12,000 


BALANCE,  end  of  year  $411,000    $313,000 


IMCOIIE  TAXES: 
The  current  and  deferred  amounts  of  the  provision  for  income 
taxes  for  the  years  ended  December  31i  1975  and  1974,  were  as 
follows: 

1975       1974 


Currently  payable  (refundable)     $(198,000)   $45,000 
Deferred  75,000    (40,000) 


$(123,000)   $  5,000 

Deferred  taxes  result  from  the  following  timing  differences  in 
recording  revenues  and  expenses  for  financial  reporting 
purposes  and  income  tax  reporting  purposes: 

1975       1974 


Excess  of  book  over  tax  provision 

for  possible  loan  losses         $(132,000)   $(77,000) 

Excess  of  tax  over  book 

depreciation  15,000     21,000 

Effect  of  cumulative  difference 
in  1973  of  the  change  to  the 
accrual  method  for  income 
tax  reporting  purposes  (being 
amortized  over  10  years)  81,000     81,000 

Accrued  interest  and  other  111,000     (65,000) 

$  75,000    $(40,000) 

The  provision  (credit)  for  income  taxes  is  less  than  the  amount 
which  would  be  computed  by  applying  the  Federal  income  tax  rate 
of  48S  to  income  (loss)  before  income  taxes.   The  reasons  for 
this  difference  were  as  follows: 
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197$  1974 

Expected  Income  tax  provision      $(117,000)  $36,000 

Tax  exempt  interest                  (41,000)  (21,000) 

Other,  including  surtax 

exemption                          35,000  (10,000) 


Provision  recorded  $( 123,000)   $  5,000 

Prepaid  income  taxes  primarily  represent  the  tax  effect  of  the 
cumulative  difference  in  1973  of  the  change  from  reporting  for 
income  tax  purposes  on  a  cash  basis  to  the  accrual  method,  and 
reduces  income  taxes  otherwise  due  through  1982.   The  Bank 
recognized  the  difference  in  prior  years  and  future 
amortization  of  prepaid  tax  benefits  will  not  affect  the  tax 
provision  for  financial  reporting  purposes. 

6.  PENSION  PLAN: 

The  Bank  has  a  noncontributory  pension  plan  for  substantially  all 
of  its  full-time  employees.   The  Bank's  policy  is  to  fund  each 
year's  accrued  costs  under  the  plan,  including  amortization  of 
past  service  costs  over  a  30-year  period.   At  September  30, 
1975  (date  of  most  recent  actuarial  study)  unfunded  past 
service  costs  amounted  to  $192,000.   At  September  30,  1975 
(fiscal  year-end  of  the  plan),  plan  assets  exceeded  the 
actuarily  computed  liability  for  vested  benefits. 

Pension  expense  for  the  years  ended  December  31,  1975  and  1974, 
amounted  to  $30,000  and  $20,000,  respectively. 

The  Bank  amended  certain  provisions  of  its  pension  plan  as  of 
January  1,  1976,  to  conform  to  requirements  of  the  Employee 
Retirement  Income  Security  Act  of  1974.   Such  changes  are  not 
expected  to  have  a  significant  effect  on  annual  pension 
expense. 

7.  CONTINGENCIES: 

In  1976, , the  Bank  filed  a  claim  upon  its  insurer  for  certain 
ficticious  and  fraudulent  loans  amounting  to  $944,000  at 
December  31,  1975.   The  claim  is  under  investigation  by  the 
insurer.   In  the  opinion  of  Bank  management  and  legal  counsel, 
the  claim  will  be  sustained.   Counsel  has  also  advised  the  Bank 
it  can  also  seek  recovery  from  other  individuals.   In  the 
opinion  of  Bank  management,  the  ultimate  outcome  of  these 
matters  will  not  have  a  material  adverse  effect  on  the  Bank's 
financial  position. 
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8.  COMMITMENTS: 

The  Bank  leases  certain  of  Its  computer  equipment  under 

agreements  expiring  in  1980.   Rentals  for  this  equipment  were 
$66,000  in  1975  and  197^.   At  December  31,  1975,  the  Bank's 
rental  obligations  under  this  lease  amount  to  $66,000  per  year 
through  1980,  totaling  $330,000. 

9.  CAPITAL  NOTES: 

In  1973,  the  Bank  Issued  $1,500,000  of  8-l/2Jf  capital  notes. 
Terms  of  the  note  agreement  call  for  annual  payments  of 
interest  only  through  1980  and  payments  of  $195,000  (including 
principal  and  interest)  each  year  thereafter  through  1993.   The 
notes  may  be  prepaid  at  any  time  subsequent  to  198A  subject  to 
a  prepayment  penalty  of  6%   of  prepaid  amounts  decreasing  to 
none  in  1992. 

Under  this  agreement  the  Bank  is,  among  other  things,  (1) 

restricted  from  assuming  funded  debt  or  entering  into  long-term 
real  property  leases  without  prior  approval;  (2)  limited  as  to 
the  payment  of  dividends  (other  than  stock  dividends)  to 
cumulative  net  income  since  December,  1973  (see  Note  2);  and 
(3)  restricted  from  repurchasing  its  capital  stock  if  the 
effect  of  such  repurchase  would  be  to  reduce  capital  and 
unimpaired  surplus  (as  defined,  substantially  equivalent  to 
surplus,  undivided  profits,  capital  notes  and  reserve  for 
possible  loan  losses)  to  less  than  $2,000,000. 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

JSi:rr,:::rZ:^:Z7.  supervision,  regulation  and  msurance 

OTTMC 
COMMITTEE  ON  BANKINOv  FINANCE  AND  URBAN  AFFAIRS 


WASHINGTON.  D.C.    20515 
Septeaber   20,   1977 


Mr.  King  D.  Cleveland 

Director 

Rational  Bank  of  Georgia 

34  Peachtree  Street,  N.V. 

P.  0.  Box  1234 

Atlanta,  Georgia  30301 

Dear  Mr.  Cleveland: 

Aa  you  are  avare.  Members  of  the  Subcomnlttee  Indicated  In  otir 
hearings  on  September  6  that  we  would  have  follow-up  questions  to 
your  appearance. 

1.  Tour  July  1976  report  to  stockholders  Indicated  that  the  National 
Bank  of  Georgia  had  filed  an  application  to  form  a  holding  company  but 
that  the  application  was  withdrawn  after  discussions  with  regulatory 
agencies. 

Please  provide  the  Subcommittee  a  copy  of  the  application  filed 
hy   the  National  Bank  of  Georgia.  Please  provide  a  discussion  of  the 
specific  factors  which  led  to  the  withdrawal  of  the  application.  Does 
the  bank  intend  to  file  another  application  in  the  foreseeable  future? 

2.  Various  reports  filed  by  the  National  Bank  of  Georgia  to  its 
stockholders  and  to  the  Comptroller  of  the  Currency  have  indicated  possible 
violations  in  connection  with  certain  political  contributions. 

Please  provide  the  Subcommittee  with  a  full  report  on  these  violations 
including  the  source  of  the  funds  used  by  the  officers,  the  names  of  the 
officers  involved,  the  recipients  of  the  contributions,  the  amounts  of 
the  contributions,  the  years  in  which  the  violations  occurred,  any  court 
action  that  resulted  from  the  contributions,  and  the  disposition  of  this 
court  action. 

3.  What  position,  if  any,  has  the  National  Bank  of  Georgia  taken 
on  legislation  pending  in  the  Georgia  State  Legislature  with  regard 
the  bank  holding  company  legislation  since  1970? 
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4.  In  Appendix  A  of  the  Comptroller's  report  of  August  17,  1977 
—  See  Exhibit  2,  page  1  —  a  memo  from  the  First  National  Bank  in 
Chicago  states: 

'*In  addition  we  learned  that  NBG  has  been  active  in  bank 
financing  in  Georgia  and  there  is  a  strong  possibility 
that  ve  could  be  approached  for  assistance  in  that  regard." 

Please  provide  the  Subcommittee  a  list  of  all  bank  stock  loans  made  by  the 
Rational  Bank  of  Oeorgla  since  1972 i  including  in  each  case:  the  name  of 
the  borrower,  the  name  of  the  bank  whose  stock  was  pledged  the  number  of 
■hares  Involved  the  price  paid  for  the  shares*  the  onount  and  tema  of 
the  loan,  and  whether  that  bank  maintaina  a  correspondent  account  at  the 
Rational  Bank  of  Georgia.  In  .addition,  did  the  Rational  Bank  of  Georgia 
file  report a  on  these  loans  with  the  appropriate  regulatory  agencies? 

5.  Stephens,  Inc.  of  Little  Rock,  Arkansas  vas  the  lead  underwriter 
for  the  National  Bank  of  Georgia's  September  1976  offering  of  an  additional 
45,100  shares  of  the  National  Bank  of  Georgia. 

Please  provide  the  Subcommittee  with  a  list  of  all  the  underwriters 
who  agreed  to  participate  in  thia  offering  with  the  percentage  they  agreed 
to  subscribe. 

6.  It  is  our  understanding  that  Stephens,  Inc.  purchased  the  shares 
which  were  not  bought  during  the  public  offering. 

Please  provide  the  Subcoomittee  with  the  number  and  price  of  shares 
purchaaed  by  Stephana,  Inc.  If  a  loan  was  involved  in  thia  purchase,  please 
provide  the  Subcoomittee  with  the  detalla. 

Because  of  ongoing  legislative  and  oversight  hearinga,  your  earliest 
response  would  be  appreciated. 

Sincerely, 


Germain 


FJStG:mLr 
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Atlanta «  Georgia 
September  30«  1977 


Congressman  Fernand  J.  St.  Germain*  Chairman 
U.  S.  House  of  Representatives 
Subcommittee  on  Financial  Institutions 
Supervision*  Regulation  and  Insurance 

of  the  Committee  on  Banking,  Finance  and  urban  Affairs 
Ninety-fifth  Congress 
Washington,  D.  C.   20515 

Dear  Mr.  Chairman: 

This  will  acknowledge  receipt  of  your  letter  of 
September  20,  1977  requesting  answers  to  additional  questions. 

A  proper  response  to  your  letter  would  require  dis- 
closure of  highly  confidential  data  from  the  official  records 
of  The  National  Bank  of  Georgia. 

I  am  no  longer  an  officer  of  the  Bank  due  to  retirement 
earlier  this  year,  and,  therefore,  disclosure  of  official 
records  of  the  Bank  by  me  is  most  questionable  from  a  legal 
standpoint. 

In  view  of  the  legal  questions  raised  by  your  letter,  I 
have  referred  it  to  Robert  P.  Guyton,  President  of  the  Bank, 
and  Alex  W.  Smith,  Legal  Counsel  to  The  National  Bank  of  Georgia, 
for  response  to  you.   I,  of  course,  will  cooperate  with  them  in 
responding  to  you. 


Very  truly  yours,   yO 


Copy  to: 

Mr.  Robert  P.  Guyton,  President 

The  National  Bank  of  Georgia 

Mr.  Alex  W.  Smith 
Attorney-at-Law 


'  King  A) 


\fi&M/ 


Cleveland 
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The  National  Bank  or  Georgia 

3*  Pkaobtkbb  Stbbbt.  N.  W. 
Ati-anta.  Georoia  ooaoi 


ROSKBT  p.  CUYTON 

PaisixkBirr 


October  6,  1977 


The  Honorable  Fernand  J.  St  Germain,  Chairman 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulations  and  Insurance 
Committee  on  Banking,  Finance  and  Urbcui  Affairs 
United  States  House  of  Representatives 
Washington,  D.  C.       20505 

Dear  Mr.  Chairman: 

This  will  be  in  response  to  your  letter  of  September  20,  1977 
to  Mr.  King  D.  Cleveland.   Mr.  Clevelamd,  who  is  a  director 
and   not  am  officer  of  The  National  Bank  of  Georgia,  has  for- 
warded your  letter  to  me  for  response.   I  am  in  the  process  of 
gathering  together  the  information  required  to  respond  to  your 
letter.   As  soon  as  this  information  becomes  available,  I  will 
respond  to  your  questions. 

Sincerely, 


RPG:sa 
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fNBGj        THE  IMATKXMAL  BANK  OF  GEORGIA 


October  13,  1977 


Hon.  Femand  J.  St.  Germain,  Chaiman 
Subcoffliiiittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
Conaaittee  on  Banking,  Finance  and  Urban  Affairs 
United  States  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chaiman: 

This  will  be  in  response  to  your  letter  of  September  20, 
1977,  to  Mr.  King  D.  Cleveland. 

1.  We  are  pleased  to  enclose  a  copy  of  the  application 
filed  with  the  Federal  Reserve  Bank  of  Atlanta  requesting  permission 
to  form  a  one  bank  holding  company  to  o%m  the  stock  of  The  National 
Bank  of  Georgia.  We  are  not  sending  the  exhibits  which  contain  the 
substance  of  this  application;  these  exhibits  have  been  filed  with 
the  Federal  Reserve  Board  and  are  rather  voluminous.   Most  of  the 
information  contained  in  these  exhibits  constitutes  either  generally 
available  information  (such  as  annual  reports  and  proxy  statements) 
or  material  of  a  confidential  nature  so  that  public  dissemination 
%rould  be  inappropriate.   Ttiis  application  was  voluntarily  withdrawn 
by  the  bank  after  the  application  itself  had  been  forwarded  from  the 
Sixth  Federal  Reserve  District  in  Atlanta  to  Washington  for  consider- 
ation. The  bank  was  informally  advised  that  the  Federal  Reserve  had 
recently  changed  its  policies  regarding  capital  adequacy  and  one  bank 
holding  company  formations.   This  caused  the  memagement  to  reconsider 
whether  the  capital  structure  of  NBG  was  sufficiently  strong  to  jus- 
tify approval  of  a  holding  company  application  and  to  permit  NBG  to 
fulfill  its  plans  for  expansion.   Management  then  decided  to  withdraw 
its  application.   Instead,  management  began  to  make  plans  for  an 
offering  of  common  stock  later  in  1976  (which,  in  fact,  was  accomplished) 
in  order  to  improve  substantially  the  capital  structure. 

You  asked  whether  or  not  the  bamk  intends  to  file  another 
application  in  the  foreseeable  future.  The  bank  does  not  contemplate 
doing  so  in  the  imnediate  future  but  the  matter  is  being  reviewed,  and 
the  filing  of  another  application  at  some  time  is  a  distinct  possibility. 
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2.  You  asked  for  a  report  of  violations  of  law  in  connection 
with  political  contributions.  We  enclose,  in  response  thereto,  a  copy 
of  the  disclosure  in  the  proxy  materials  incident  to  Annual  Meetings 

of  Shareholders  held  March  12,  1975  and  April  14,  1976,  a  copy  of  the 
reference  to  the  subject  matter  on  page  36  of  the  bank's  offering  cir- 
cular of  August  16,  1976,  a  copy  of  the  letter,  dated  February  10,  1976, 
from  Commercial  Union  Insurance  Company  advising  that  the  bankers' 
blcuiket  bond  remained  in  effect  as  to  the  officers  involved,  a  copy 
of  the  letter  and  enclosed  order  from  the  Federal  Deposit  Insurance 
Corporation  consenting  to  the  continuance  of  the  officers  involved  in 
office,  a  copy  of  the  resolution  of  the  Board  of  Directors  of  The 
National  Bank  of  Georgia,  dated  February  11,  1976,  expressing  the 
wish  of  the  Board  that  the  officers  involved  remain  in  office,  a  copy 
of  the  judgment  of  the  United  States  District  Court,  Northern  District 
of  Georgia,  in  the  cases  of  United  States  of  America  vs.  The  National 
Bank  of  Georgia,  United  States  of  America  vs.  King  D.  Cleveland,  and 
the  United  States  of  America  vs.  James  H.  Dickson,  Jr.,  wherein  each 
defendamt  filed  a  plea  of  nolo  contendere  and  was  ordered  to  pay  a 
fine  in  each  case. 

3.  You  asked  what  position,  if  any.  The  National  Bank  of 
Georgia  has  taken  on  legislation  pending  in  the  Georgia  State  Legis- 
lature with  regard  to  the  bank  holding  company  legislation  since  1970. 
Although  NB6  generally  favored  such  legislation,  it  was  not  in  a 
position  to  benefit  from  any  proposed  holding  company  legislation  by 
virtue  of  control  being  held  by  a  non-resident  holding  company,  namely 
Finamcial  General  Bankshares,  Inc.   Accordingly,  NBG  had  no  particulsu: 
interest  in  such  legislation  other  than  possible  amendments  to  permit 
NBG  to  benefit  from  such  legislation,  notwithstanding  such  ownership. 
When  it  became  apparent  that  any  such  amendment  was  never  seriously 
considered  by  the  appropriate  committees  of  the  Georgia  General  Assembly, 
NBG '8  interest  in  this  legislation  declined  further.   Following  acqui- 
sition by  local  shareholders  of  the  controlling  stock  of  Fincuicial 
General  Bcuikshares,  NBG  took  a  position  favoring  the  adoption  of  the 
bank  holding  compamy  legislation. 

4.  We  are  asked  to  "provide  the  subcommittee  a  list  of  all 
bank  stock  loans  made  by  The   National  Bank  of  Georgia  since  1972" 
including  all  details  and  facts.   This  request  is  of  such  broad  nature 
that  we  are  unsUdle  to  respond  without  the  expenditure  of  vast  inves- 
tigative time  euid  energy  in  reviewing  all  loans,  whether  open  or  closed 
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Dnderwriters  (Cont.)  Percentage 

Johnston,  Lemon  &  Co.  3.33 

Moore  &  Schley,  Cameron  &  Co.  3.33 

H.  O.  Peet  &  Co.,  Inc.  3.33 

Equitable  Securities  Corporation  2.22 

Raymond  James  &  Associates,  Inc.  2.22 

6.  He  are  not  able  to  provide  the  subcommittee  with  a 
number  and  price  of  shares  purchased  by  Stephens,  Inc.  NBG  did  not 
make  any  loans  in  connection  with  any  purchase  that  Stephens  may 
have  made.  Me  suggest  that  you  inquire  of  Stephens  with  respect  to 
this  information. 

If  you  have  any  further  questions  regarding  this  matter, 
we  will  be  happy  to  cooperate  with  you  in  this  regard. 

Very  truly  yours, 

VIONAL  BANK  OF  QBORGIA 


By:  Robert  P.  Guy ton. 
Enclosures 
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FORM  F.  R.  Y-l 

Revised  3-73 


APPLICATION 


To  the  Board  of  Governors  of  the  Federal  Reserve  System 


by 


NBG    COMPANY 


(Nam*  o(  Appticaai) 


34  Peachtree  Street,  N.W. ,  Atlanta,  Georgia   30303 


FOR  PRIOR  APPROVAL  OF  ACTION  TO  HUCOME  A  HANK  HOLDING 

COMPANY  PURSUANT  TO  SIXTION  .Ha)(l)  OV   I  HI-   HANK 

HOLDING  COMPANY  ACT  OF  1956.  AS  AMLNDLD 
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FORM  F.  R.  Y-l 


NBG   COMPANY 


(Name  of  Applkani) 

(hereinafter  referred  to  as  Applicani).  a      Corporation 

(Type  of  orgnnUMioa.  Mch  n  corporatkMi.  parincnhip,  btnincu  (nm,  auociaiion.  or  hum) 

Georgia 


OTgantzed  under  the  laws  of  . 

and  having  its  principal  place  of  business  at  34  Peachtree  Street,  N.W.  ,  Atlanta^  Ga.  , 
hereby  applies  to  the  Board  of  Governors  of  the  Federal  Reserve  System  (hereinafter  referred  to  as  Board),  pursuant 
to  section  3(a)(1)  of  the  Bank  Holding  Company  Act  of  1 956,  (hereinafter  referred  to  as  Act)  as  amended,  for 
prior  approval  by  the  Board  of  action  proposed  to  be  taken  by  Applicant  which  would  result  in  its  becoming  a  bank 
holding  company  with  respect  to  the  following  bank(s): 

Number  or  percentage  of 
Bank's  voting  shares: 


Corporate  Title  and  LxKation 
of  Bank 

Georgia  National   Bank 


Now  owned,  con- 
trolled, or  held 
with  power  to  vote 

■   0     (0%) 


Proposed  to 
be  acquired 

39,000    (97.5%)     (Plus 


34  Peachtree  Street,  N.W. 
Atlanta,  Georgia   30303 


(hereinafter  referred  to  as  BANK(S)). 


Options  to  purchase 
remaining  shares  wh 
-ttre— ^-rect  or  s — 
Qualifying  Shares) 


The  following  Exhibits  prepared  in  accordance  with  the  General  Information  and  Instructions  on  pages  3  and  4 
are  submitted  as  part  of  this  application: 

EXHIBIT  A— Resolution  of  Board  of  Directors 

EXHIBIT  B — Description  of  Applicant  and  Proposed  Transaction 

EXHIBIT  C— Financial  and  Managerial  Information 

EXHIBIT  15— Convenience  and  Needs 

J(XHHMl(JD»OO)nn0Cl)d08KltUM]p4HH«K& 

SXHmnC3nON<iKKA(MK^X«P<>y«d63U(%Ki)g(iKMi 

Applicant  represents  that  the  information  contained  in  this  application  is  true  and  complete  to  the  beiii  of  its 
knowledge  and  belief. 


Executed  this  /   ^^  day  of       IIOveFb 


ATI^: 


Bert   Lance,  Vres 


i^i^ZJ^ 


(S«ciMa»jr)/' 


rxi.,j:c^  y 


William  E.  Green,  ^r. ,  Secretary 


(Corporate  Seal) 
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roatoyBi  Fa^'otto  recoivad  no  compensation  othar  than  ita  pro  rota  Bhar»^^^g|sEflBU<«4"<BCy 
paid  by  the  borrowers  and  Fayette  had  no  linbility  fnr  thrnr  Ifliiin  Afl  nf  i^rrfmher  31,  1974 
these  loans  had  bahincesof^$372JlIK)^-I>«rnTS'iy'/5  the  bank  paid  approximately  $60,000  in 
Ifrnl  f^^?\  tn  Smith,  ^*^f^n,  KinrH,  K^hlf^r  &  Martin  in  which  firm  Mr.  Alex  Smith,  a  Director 
oryBG,  io  a  Partner  (fioo  "Ronwnoration  of  Offiooro  and  DirootoiVi  note  6) . 

Special  Factors  Rcg:arding:  Management 

A  recent  internal  audit  of  the  Bank  revealed  that  political  contributions  have  been  made 
in  past  years  from  Bank  funds  in  possible  violations  of  Federal  statutes.  Records  in  manage- 
ment's possession  indicate  that  these  contributions  have  been  made  over  a  seven-year  x)eriod. 
Prior  to  that  time  records  are  unavailable  although  some  improper  contributions  may  have 
been  made  prior  to  that  time.  A  full  investigation  of  this  matter  conducted  by  the  Executive 
Committee  at  the  direction  of  the  Board  revealed  that  a  number  of  contributions  averaging 
slightly  more  than  $500  had  been  made  during  this  period  to  a  number  of  different  political 
candidates  and  organizations.  No  contribution  exceeded  $5,500.  These  contributions  totaled 
$55,280  and  ranged  from  an  annual  total  of  $2,550  in  1968  to  $14,050  in  1970.  A  complete 
report  of  these  contributions  has  been  given  to  the  Comptroller  of  the  Currency  and  other 
appropriate  authorities. 

The  Board  of  Directors  (other  than  those  who  were  also  officers  of  the  Bank)  was  not 
previously  aware  of  these  contributions  because  the  expenses  were  not  shown  as  political  con- 
tributions but  were  improperly  entered  on  the  Bank's  records  as  charges  against  expense  ac- 
counts (primarily  interest  on  savings  accounts).  To  the  extent  that  the  funds  involved  were 
utilized  for  purposes  prohibited  by  law,  this  use  may  have  constituted  a  misapplication  of 
Bank  funds. 

The  only  officers  and  Directors  presently  associated  with  the  Bank  who  the  Board  of  Di- 
rectors considers  responsible  for  these  activities  are  King  D.  Cleveland,  Chairman  of  the 
Board,  Chief  Executive  Officer  and  a  Director,  and  a  nominee  for  election  as  Director,  James 
II.  Dickson,  Jr.,  Executive  \'ice  President  and  Comptroller,  and  an  Advisory  Director,  and  Jos- 
eph E.  Hirnie,  an  Advisory  Director  and  formerly  Chief  Executive  Officer  and  a  Director  (sec 
"Nominees  lor  Election  as  Directors"  and  "Remuneration  of  Officer's  and  Directors"). 

The  officers  involved  (incluilini,'  former  officers)  have  voluntarily  paid  to  the  Bank  the 
total  amount  paid  as  political  lontrilnitions  during  this  seven-year  period  and  the  Board  of 
Directors  h.is  «:iviMi  specific  diroctions  ajrainst  further  such  occurrences  and  has  in.^^tructcd 
the  flank's  internal  auditors  and  the  Hoard's  audit  committee  to  adopt  proccilurcs  to  detect 
any  further  occurrences. 

AUhou;rh  the  Hoard  of  Directors  has  disapproved  of  these  actions  it  ha.s,  nevertheless, 
iiManimou>ly  adopted  resolutions  expressing:  continued  confidence  in  the  individuals  involved. 
MariaKomcnt  hi.lirvfs  that  if  the  persons  iioniinated  as  Directors  are  electe<l  Mr.  Cleveland, 
.Mr.  Dicu;u)n  and  -^Ir.  Hirnio  wiil  Ijo  continued  in  their  present  capacities. 

11 


Digitized  by 


Google 


623 


Ml.  Ahin  D.  CMtf.*,  J>'..  i>  Diroctor  of  MBG,  i^  ihc  l*ri">iilonl  nf  Aflamsinilps  CnmiMmy 
whith  nianajrc."*  certain  property  leased  by  NlUi  at  prcvailiriK  market  rates.  Dr.  Robept^V. 
Candler,  a  Director  of  NHG,  is  the  President  of  KImac,  Inc.'  from  which  NCG  lease.stkc  space 
of  its  Doctors  Huiidin>;  office  at  an  annual  rental  in  1975  of  $19,180.  Lea.sc  pa/mcnts  due 
under  the  remaining.'  term  of  the  lease  as  of  January  1,  197G,  e.xcludiuK  rene^jJifloptions  (ap- 
proximately 11^.  years),  arc  approximately  55oO,:5G8.  Mr.  Simon  S.  SeIiKt>^  a  Director  of 
NIJG.  is  Board  Chairman  of  Sellu'  Kntenirises,  Inc..  from  which  NBG^i<?ases  the  space  of  its 
West  Knd  office  at  a  rental  in  1975  of  .51,050  pvr  month.  Lease  pa>>ments  due  under  the  re- 
maining' term  of  the  lease  as  of  .lanuary  1,  197G,  are  $114,450,  cv^udin^r  two  renewal  options 
of  5  years  each.  This  lease  was  entered  into  by  XHG  prior  tj>^r.  Seli^'s  becomintf  a  Director. 
During  1975.  NBG  purchased  participations  in  real  estapf  loans  from  Fayette  State  Bank 
("Fayette")  of  which  Mr.  Joel  Cowen,  a  Director  of^BG,  is  Chairman,  a  Director  and  prin- 
cip;il  shareholder.  These  participations  were  on  Ux^ame  terms  as  are  normally  included  in 
traiu<actions  with  banks  not  affiliated  with  D^|?wors.  Fayette  received  no  compensation  other 
than  its  i)ro  rata  share  of  interest  and  fees^id  by  the  Iwrrowers,  and  Fayette  had  no  lia- 
bility to  XBG  for  these  loans.  As  of  De>}<<mber  31,  1975  these  loans  had  balances  of  $549,255. 

NBG  paid  approximately  $172^00  in  lej?al  fees  in  1975  to  Smith,  Cohen,  RiiiKel,  Kohlcr  & 
Martin,  in  which  firm  Alex  \Vo5mith,  a  Director  of  the  Bank  is  a  partner.  In  addition,  in 
connection  with  represenU#tK  N'UG  that  firm  received  fees  directly  from  customers  of  NBG 
in  certain  real  estate.^^^^sl  and  other  transactions. 

In  1975,  Np<rpaid  approxinuitcly  .S25.00()  for  services  rendered  in  the  areas  of  tax  coun- 
.seliuK.  audjl^and  operations  to  Financial  General  Ilankshares,  Inc.  ("Financial  General*) . 
which  imifletliately  prior  to  June  30,  107.'),  owned  approximately  GO',  of  the  outstanding' cap- 
ital syiGi  of  NBG.  On  that  date.  Bert  Lance,  Gwinnett  Indusirie.s,  Inc.  and  others  (.see  "IMlIN- 
CIP^L  SIIAliKIIOLDFllS"')  purcha^^cd  Financial  General's  entire  interest  in  NBG,  and  the 
'a^iL'L'iiicnt  uiih  I'inancial  (itnti'nl  fi>r  .'Ueh  iU.Tvit'Uit  war;  turniiinaMd. 

As  re|)orle<l  in  the  Proxy  SlalenuMit  of  nian.iK'<'mont  incident  to  the  1075  Annual  Meeting', 
several  senior  officers  of  the  P.ank  acKm»wli'(l;red  that  |M)Iiiiial  conlril)Utions  had  been  matlc 
with  Bank  funds:  as  was  also  repoitcd  in  xaid  statement,  these  funds  wi-re  voluntarily  repaitl 
to  the  Bank  liy  the  iuilividiiais  involved.  On  .l.inuary  2(5.  I07G.  the  P.ank,  Kin;:  I).  Clevelaml. 
and  James  II.  Dickson,  .Ir.  answered  .N'olo  Conienclere  lo  rni.-Mlemeanor  eharjres  of  niakin^  po- 
liliral  contributions  from  Bank  Funds  of  .'^.'I.'iO  lo  the  Jifferson  Jai  kson  Day  Dinner  and  .'?:>00 
lo  Ihe  Fullon  County  Bepulilieaii  Parly.  On  .lanuary  21,  107G  lhes»'  answers  were  accepted  by 
the  l.'niti.'d  States  Dislriri  Court  and  lines  au'^re^'atini;  .<7.0UO  were  iniposetl.  No  further  proso- 
( utory  action  is  anticipated  by  niana^rentent. 


-:VMi^n.>t  hJNi'^'frrtt  Aicrwt- 


.M:ina;.'emeni  ret<wnmen«U  that  the  Arlieles  of  As-nei;ai*»»-nfTrie  P.ank  Im;  anu-nded  to 
cn-a.-e  the  auih«»iizi-d  capital  >t«»ik  of  tJiu-JiHttk'"lToin  I.«m»».u(M»  >h;ires  with  a  par  value  of 
s5.'Mi  pi  r  sh.-ire  to  L2^20JJliU-<*hTrprvrT\  i l h  a  par  v;ilu«' of  .<5.uo  jH«r  >haie.  subject  to  the  appn»val 
..f  xht-JjjiixiA^'riHrf'^^rihi;  Cm  reiuy.    The  tollowin^'  re<t»lution  to  a«eoM>plish   this  pur|Mi>e  is 

liyrriZTTit  «e   inHow  .; — ■ ————_——-_____«_______»_ 
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K4ttfs*^l-|>.ii4k4{ii4lt4HV>  -i*%  real  ■♦■ 
0'init\\,  (:ttirj;i:i  r'K.iyiHf")  nf  which  Mr.  Jiirl  II.  Cuw.ui.  a  Director  of  NBC,  i^  Chairman,  a  Dircclp^''aiMl 
principal  vh.ir»'lu>!Ji.r.  Tlusc  p.ulicip.itioiiN  wvrc  cm  the  same  terms  as  aic  normally  incluUcd  in  tirp< 
with  banks  not  aiithated  w itli  Diiedors.  Fayette  received  no  compensaliun  other  than  urjgmation  and 
inspection  fees  an<l  its  pr«i-rala  vhare  of  interest  aiul  other  fees  paiil  hy  the  Ihirrowcrs  ntK|^J^ycltc  hud  no 
liahilily  to  M>c;  for  these  loans.  As  of  Jinie  30.  107G.  these  loans  had  balances  of  apm<Jx>matcly  $93G.00O 
and  \IJ(^»  participation  interesti  had  balances  of  appro.xiniatcly  $672,000.  (Sco'^USINCSS  —  Corre- 
sixtndent  liankin;^",  pai;c  17.)  y^ 

The  IJank  recently  sold  the  iVaehtree  S'.ralford  hnildinu  in  whicli  it  m^iifitains  branch  arnl  other  bank- 
ing facilities,  to  .Sdams-Cites  Conip::ny.  Mr.  .Mvin  II.  Gates.  Jr..  a  Pit^^or  of  tlw  Hank,  is  President,  a 
director  and  a  stibstantial  shareholder  of  the  purchaser.  For  a  description  of  that  transaction,  including  dctaik 
of  the  V)^Oi;0  fiist  niortca<.:e  loan  and  a  S.>.>0.000  renovation  \ojih  commitment  granted  by  the  NUC.  sec 
"BUSINESS  — Sale  of  Peachtree  Stratford  Bnilding."  pauc  2-T/ 

Directors  of  the  Bank,  and  certain  bu.siness  organixations  and  individtials  associated  with  them,  have 
been  customers  of  and  have  had  normal  bankint;  transactions  with  NBG  and  are  expected  to  continue  stxh 
relationships  in  the  fntnie.  On  any  call  date  or  e.xaniination  date  occurring  within  tlie  last  three  fiscal  years 
or  the  cunent  year  to  d.ite.  the  laiiicst  avrcjro^atc  outstanding  amount  of  the  Bank's  loans  to  Directors 
(which  included  10  persons)  was  appio.Niinrtlely  SIOO.OOO.  The  largest  amount  of  such  loans  to  Directors 
and  associated  businesses  and  indi\idp;lls  on  any  such  dates  and.  jit_Junc  .30...  1916  .was_appro.ximalcly. 
S2..50 1.000.  exclusive  of  th«.'  fiist  m<vt^»agc  hian  on  the  Peachtjec  Stratford  Building  mentioned  above.  All 
such  tians.ictions  were  m.ule  op^sid)st.inti.dlv  the  same  terms,  including  interest  rates  and  collateral,  as 
t!u>se  prev.ulintj  .it  the  iiiuv^r  comparable  transactions  with  unrelated  parties  and  did  not  inx-oK'c  more 
than  the  normal  risk  of  jefJlltctability  or  present  other  unfavor.d)le  features. 

The  law  firm  oL8f«ith.  Cohen,  nin«:el.  Kohlcr  &  M.irtin.  of  which  .Mex  W.  Smith,  an  NBC  Director, 
is  a  partner,  serv^rtis  general  counsel  to  the  Bank  and  receives  fees  for  legal  services.  See  "MANWCEMENT 
—  Bennmer.ili*»h".  pa'zc  32. 

On  IkK- 23.  1976.  Bert  Lance  and  William  K.  Green.  Jr..  the  President  and  a  Senior  Vice  President, 
respi-j^Kvely.  of  .\"I>G.  were  elected  as  memlxrrs  of  the  Board  of  Directors  and  executive  <X)mmittee  of  First 
Ij^ifiiicial.  For  a  disctission  of  NBC's  relationship  with  First  Fin.mcial.  including  NBC's  sale  of  equipment 
>f  ^etsicos  4HMlff-ai>-t»'ifeett>ent-of-Nov<'mber  15.  1975.-  see--" BUSl NKSS  —  Fii'st  Fiiuincial 
NLttiimentpnt  A;jri'>'mfnt"i  pi<t<u  2.t. 
'  During  107.5.  senior  officers  of  NliG  disclosed  that  certain  iwlitical  contributions  had  Ixren  made  xvith 
bank  funds,  the  details  of  which  wore  fully  outlined  in  .NBCs  proxy  statement  for  its  annual  meeting  held 
in  April  of  107G.  Those  funds  were  volimtaiily  repaid  to  .NBC  by  the  individuals  involved  and  in  Januar>'  of 
1976.  the  Bank.  Kiim  I).  Clevel.uul  .md  James  11.  I)icks(m.  jr.  answeied  nolo  CT)ntendrc  to  misdemeanor 
dtargcs  of  inakin-.:  political  contributions  from  IkujI  funds  of  S350  to  the  Jeffersnn-J.ickson  D.iy  Dinner  and 
5^:00  to  the  FmIimii  C:ijimtv  |l<  public.m  I'.irty.  Those  answers  were  accepted  by  the  United  States  Di.strict 
Court  fill'  s  a-.'-.'rc'.r.iliii'.;  <>7.fK)0  were  imposed,  .md  no  furtlur  k"Z\\  action  is  anticipated  in  connection  xvith 
th'j^r  tr.ins.H.tioiis  Int.rii.il  [iftfiluies  disi-^ned  to  saf«".:u.ird  a'.;aiiist  a  re-oecurn  nci*  of  such  nscs  of  funds 
Ji.iv.-  l-.cn  instituted  Ijv  the  I'm.uiI  of  Directors. 

PFNDINC  Li:C AL  mOCi: F.DINCS 

Tbi.'  i!.!;i:ie  of  ?br  b»mnr^s  of  (hr  I4nnk-  is  .'nuh  th:<»  ft  «»fibt>rtMU'  f»".ul>«  m  n  witnin  Minniint_jti  liligw- 
ti  >u.  Ai.fonhn-zW.  .Nl'/i  is  .»  pnty  (both  pl.iiiiliff  and  drfend.int)  to  a  number _oLUw-<mits  mtident.d  to  its 
bn  itK-NS  .11:'!  Ill  cirtiiii  nf  mu  li  suits,  el.iims  or  eouiiteii  l.imis.h.ixe  birii  .isseiti-<I  in  siibstaiiti.d  atutuints. 
hi  ll:c  or.n;  11  i,f  .\I1(;\  M.iii.i.'iiiwiil.  these,  iuils  ^iMier.ill'.  i:i.i>  be  eoiisuUred  onlin.iiy  lili-^ation  incident.d 
to  the  r(..:i(!ii(t  of  tin-  l.i:Mi.ti*.-V|or«  o\rr.  M.iiiam  imnt.  .titer  <..nMiltii.4  \^««l»  cmnsel.  is  of  the  Opinion  tint 
NI'.C  lij-;  iju;»iiorroi:';  (!<  f.  ir.i  s  to  ilu-  il.iims  .isseiti-d  .md  tin-  ultim.ite  oiit(fime  of  smh  pending  actioru  and 
TitrrThnnlil  not  h.i\i*  .i  mnterr.it 'efteT  t  on  >tH"»s  tmanti.ti  toiRiiiinn. 
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m  «  "A  I  M   VI  .\K.  !HU»  1.  M..  N.  U.  All. AM   •..i..::v5K(;iA  K1W) 

February    10,    1976 


Mr.    Jatn^s    H.    Dickson,    Jr. 
Executive   Vice   President 
r.'acional    Bank  of  Georgia 
3i    Pcaciicree   Street 
Atlanta,   Georgia   30301 


Dear  Mr.    Dickson: 


Mational   Bank   of  Georgia 
Bankers   Blanket   Bond 
CZ-7000303 

Your   letter   of  February  2,    1976  has   been   reviev/ed. 

This   is    to  confirm  my   letter  of  January  6,    1973  and    to  advise   as    respects 
tlie   specific   actions   enunerated    therein    that  we   do  not   construe    such 
actions    Lo   constitute    fraudulent   or   dis'.ionest   acts  within   the   .ncaning  of 
Section   II   of    the   above   bond,    and    Liiorciore  ue   consider    the   coverage   as 
is  afforded  by   the   bond   on   the    officers    involved    to   be    in    full    force   and 
effvict. 


Ii:ar.k  you. 


Sincerely  yours, 
Jervinio   Oral? tree 

bo:;u  va::acia  and 
ArTOu::LV-i::-i-ACT 


JC/jd 
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■■y^'  FEDERAL  DEPOSIT  INSURANCE  CORPORATION.  w*,h.n9ion.  o  c  20423 


C3FFICE  OF    TME    EXECUTIVE   GECRETAOY 


March  30,  1976 


Mr.  Alex  W.  Smith 

Smith,  Cohen,  Ringel,  Kohler  &  Martin 

Attorneys  at  Law 

2400  First  National  Bank  Tower 

Atlanta,  Georgia  30303 

Dear  Mr.  Smith: 


Subject: 


The  National  Bank  of  Georgia 
Atlanta^  Georgia 


The  Board  of  Directors  of  the  Federal  Deposit  Insurance 
Corporation  has  considered  and  approved  the  application 
submitted  on  belialf  of  the  subject  bank  pursuant  to 
Section  19  of  Che  Federal  Deposit  Insurance  Act,  requesting 
consent  for  Mr.  King  D.  Cleveland  to  continue  to  serve  as  a 
Director,  Chairman  of  the  Board  and  Chief  Executive  Officer 
and  for  Mr.  Janes  H.  Dickson,  Jr.  to  continue  to  serve  as 
Executive  Vice  President,  Comptroller,  and  Secretary  to  the 
Board  of  Directors. 

This  approval  is  evidenced  by  the  enclosed  copy  of  an 
Order  adopted  by  the  Board. 


Sincerely,     •- 

Alan  R.  Miller 
Executive  Secretary 


Enclosure 
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FEDERAL  DEPOSIT  INSURANCE  CORPOPuMION' 


IW  RE:   The  National  Bank  of  Gcorcla 

Atlanta,  Fulton  County,  Coor};la 

Application  Pursuant  to  Section  19  of  the  Federal  Deposit  Insurance 
Act 


ORDER 

The  Board  of  Directors,  having  fully  considered  all  relevant  facts  and  information 
relating  to  the  request  by  The  National  Bank  of  Georgia,  Atlanta,  Goorsia,  for 
consent  of  this  Corporation  for  Mr.  King  D.  Cleveland  to  continue  to  cmrve   as 
a  Director,*  ChairrMn  of  the  Board  and  Chief  Executive  Officer  and  for  Mr.  Jnr.es 
H.  Dickson,  Jr.  to  continue  to  serve  as  Executive  Vice  President,  Conptrollcr, 
and  Secretary  to  the  Board  of  Directors,  includinc  facts  and  infomaticn  r.ade 
available  to  the  Board  of  Directors  by  the  bank,  the  Corporation's  Division  of 
Bank  Supervision,  and  other  information  acquired  by  the  Corporation,  has  concluded 
that  approval  of  the  request  is  warranted. 

Accordincly,  it  Is  hereby  ORDERED  that  the  request  submitted  by  The  National 
Bank  of  Georgia,  Atlanta,  Georcia,  for  consent  of  this  Corporation  for  Mr.  tCinp, 
D,  Cleveland  to  continue  to  servo  as  a  Director,  Chnimnn  of  the  Board  and 
Chief  Executive  Officer  and  for  Mr.  Jar.cs  H.  Dickson,  Jr.  to  continue  to  serve 
as  Executive  Vice  President,  Cor.ptroller,  and  Secretary  to  the  Board  of  Directors, 
be  and  the  same  hereby  is  approved. 

Dated  at  Washincton.  D.  C,  this  J^' ^  '         day  of     X//^«-0-^      ,  1976. 

BY  ORDER  OF  THE  BOARD  OF  DIRECTORS 


//^n    <VXi^^v 


Executive  Secretary 
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■::::  v,\tic:-:L  :^*.>;k  or  c.v::'z^. 

r.b:":>rv    II,     19^' 


has  ir.voy.c-it  u'-.o  nrov: .- :  oii.^  o :  •  :C'^-\v.  Iv  ot  •:V.o  1  ?: 
Board  oi  Diroc'ccrs  o.'  •.'•.\n  r?.:'.:  ^'vr.t.  if  it  is  tlw^  '.-: 
Gc-orcji.i  that  ::o-.-:rj.  J'.  ^v.:o.::.  -r-;  :  -  j"-.---ori  conti-v.  v: 
thv-r  ba:ik,  an  o.riM-opi-i.it.-  .-^- f  1  ..-r.ti-r/.  -\-l  ;l'vj  v/ic. 
Bonr.".  ot  Dir.'Ctorr;  •..;  '  I  r-,-  :.  '  jrar--  r.^p.-iT.  ^.1  i^--  .- 
of  DirecUorr;; 


--a-    "--irA:   ot 


h.croby  cx-^r^DG  it:;  •s.:v\ 
r.ot  boon  convict.-jd  cf  r. 
by  th.?  TDIC  ror  in  '.xc'^ 
and 


f;'.at  ■ur.o  iJo.T 


1    ?■:■:   -.z  :   i:v.'olvi:  : 


.:z   :\^   cDncend :?■'; 


BE  IT  ruTvTHrr.  ^,:•.^0I/•.-2  t 

invcsti-.j'ition  of  all  f.".rt.';  i:-.v:: 

:;atior.ci  Bank  ci  Grorjin  3 -I  t;^ 
of  Gcoraia  that  tr.o  ::■•:.•-•.■.-.  .::•■. 
and  J^nv-s  il.  iJVckson,  .-.,  "r'C 
chcir  status  '..-ich  tr.o  !>?.'  : ;  ar.  ; 


:-sVla:M",  /.a:.r-;i--  -:  z' .  ■    ;  .  .\  ;  '  cf  Directors, 


full   ro:  iKlorr.--    i-    -ho    i-tj-^.ty   ,:.:.     —r-'c^i 
Vice  ?i:c:^-i.lont   ar.-l  Cv."-.::.!"  :1 1  ■  r  ■;  f   '.h^   h->.tio::e 


tha-    -;:-;v:ral    cc--.: 


hereby    ^liroct  ^■•.    to  r- .! 
th-?  r?ZC  LoarJ  of  r:r. 


z.-.-;    .la;-..;   b:    and   :^.c    ir- 


.;;^m:;u-  .vV^^^^-^-; 


^.1  f    . 
'1 :  '•.  .v'. 
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UXITED  STAT.:S   UIliTlv'lCT  COUitT 
NORTHERN  DISr.lICT  OK   GEORGIA 


UXTuJ  SV.\T2S  OF  AMERICA 


\  I..VJlO..'AL  UAIiK  OF 


oi 


NO.      CR  7o-2-3  A 

cRxy.1  .N/\L   ii:fo?j>iatioii 


C.  this   27t'.''i  day  o/     January  ,   19  7u,   caae  th«  attorney  for  the 

.-..  ,?T.'c  •-...<!   the  defendant  appeared  in  person  and 


Gldiioy  0.    C;:;itli.   Jr.,    VJciculrc   aiid  Ale 


oMitli, 


(  )  ■■ir..v-iu;  counsel,  the  court  adviseo  tl'.o  dc/ondant  o:J'  his  ri^ht  to  cou.-.jr.l 
...vl  ..^.kod  hia  tvhether  he  desired  to  I'.ave  counsel  appointed  by  the  court, 
.'  .J  ^.\i   defendant  thereupon  stated  ths^t  he  waived  the  right  to  the 
..:;wir.tc-^-;ce  of  counsel, 

::r  JU  /.OJUDCSD  that  the  defendant  has  rV»s.:;;-cc: 


(  )    &uilty 


i=upon   iuGplea  of 
(    )   not  guilty  and  a  verdict  of  guilty       (X)   nolo  contendere 


iic  oi'fense  of  icnov/in^ly  and  milav.-rully  .-.lakin^  political  contribationc 


in  violation  of  Section  6lO.   United  States  Code 


•-'  c.--?c^d  5.n  coJiits  tiircG  ar.d  foiir  of  the  inrori.iation 
•y.-  ;..:•  court  having  asked  the  defendant  whether   ^t  has  anytning  to  cay  vihy 
:>:<<:  .iv.t  r.r.ould  not  be  pronounced,   and  no  sufficient  cause  to  the  contrary 
b<ji.-.j  .hov/n  or  appearing  to  the  court, 

:  -i- "  -  :;.'J3Ji;Dd9^=that3:$h«>:sc}ef  endant=:ls:=^i-i:- 17=^6 =chai'5©d=a7id=^onvi=c'wOd . 

1'2  13  ADJLSDGIO  that   the  defendant   iTarsii<ir€by=:Ccaai:ttsd=to.:;iliC^-cuctocl;t-o-= :.'..:> 

■•-y  r.  rinc  or  TliO  TIIOUSAin)  FIVE  IfJinDKZD  r^d  i:0/100   (v2,30O.C0)   DC^.V^^S 
0.  .-.-ri/.t  three,    aiid  TOO  TilO'JSAIID  FIV2  iIUI.TDR'JD  and  i:0/100    (.;2,i300.03) 
D0IiL.U3  on  count  four,   for  a  total  fine  of  7IV2  TIIOUSAl.'D  and  IIO/IOC 
(v5.000.OO)  DOLLARS. 


IT  IS  OROEIISO  that  the  Clerk  deliver  a  certified  copy  of  this  Judc^acnt  .v;a 
coar.itxent  to  the  United  States  Marshal  or  other  qualified  officer  and  that  the 
copy  serve  as  the  cosaaitaent  of   the  defendant. 


United  States  Oistrict/Juugo 


7il«J  ia  Clerk's  Office 

•  •Am  :'  '.  li/S 

3vin  »■:.  Carter,   Clerk 
Z  ..luty  Clerk 
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,.)  Co:-.;-:*  cyy.i 


vNi  ;aD  s.Vv .•.•..%  ;y.'.r;".CT  co\;:i: 


) 
) 
) 


.\o.      v^i»  .  o-^:>  ii 


C*   'v"..i3  27 "«'-^    «i^y  o*      JcitUary  ,    197^1    caao   the  Attorney  iov  tho 

.-..    .."iw    .\CiC    viic   dci'oi'.doir. t   .'.npoarccl   Ir,  p.--r::or.  cind 


IC.oy  0. 


■;U^re    iji.ix 


{    )      .  .    o.-vw   cou.-.oel  ,     C..Q  court   iGvii;ou   '..'..i  uc/c..<-r,nt   o*    i.i-J   ri.:,it    to  co'-;..:-  x 
...cU  ;.i;a  whotli.'rr  r.c  ccsirecl   ;;o  /.v.ve  counr.cl   r.pooir.wocj  by   the  cou.-c, 
...J    ...:»  cIorc:;fIr.r.c    .ihoroupoii   ct«toc    Li.ai  I..-;  waivou   the  ric'^tJ   to    .'..c 
■  — ,'^  ,',>:. uZ\i  oJ  couttscl , 

iV   '.'J  /J)JUDC3D   t*.;at    t".".o  do-'oiic  .-».-.■;   ■..;..;   L^-.."'CC  'i- upci   h  1.  j   plcA  oJ 

(    )       ,-*lw/  (    )   not  guilty  ancS  a  voirdict  of  v^uilty        (-0    r.olo  ccatoacc.' 

oJ  •.:;-  o.Y3ns«  o:f  ]i.io;;in,;!ly  c^^d  u.;lc^:rully  conjc<:-l.^j  \o  -^..o  ;.:ri:I.i  ; 
•?.  f.ol;'.jicr,l  con'i:r;VoM-io.i  fro.'.i  bcil-:  fu^Uo,  in  vioir.r.lo:;  o^  SiColoi"; 
u."LO.,   'Jlole   iS;    Ur.izcci   Cj'cctoii   Code 

i.;  c.5r..-c-ci  in  coL":.t  o:ic  o."  tlic  i.".roi'i.".:'.uic:i 

.■i.-.v>  „.".o  court  having  asked  tho  do;fenc^Ar.t  whf.'.ior  he  hay  i»nythi.*.3  to  ccy  •.:*.;/ 
juj'-  _■>..;  -j'.-.ouid  .-.ot  be  pronounced,  t*.-.d  no  cui/icient  cau:;e  vo  the  contrary 
u.  i.'.'.     ..own  or  ;:ppoaring  to  the  courc, 


.:-.".CiJvDct>D=-:hr,t-^i-.<»-T:e*'endcn.-'i 


ty-".L;"c;iar;oc:-ond-ccnvxC-l 


I?   iS  /JDJUDC^D   thit   the  dc/cndan  w  :£  ^- h.-,r.-.li-/-jCOi:^;it;.ciij-to-.tl::>r;  cuctc•>l^^-:c_'• 
•jc:;  r.  rir.o   of  01112  TIIOUS/wliD  ci:"id  i;0/lCO    (.,'1.000.00)    D01L.'»i\3. 


IT  IS  0.?D11»ED  th.1t  the  Clerk  doiivor  a  certified  copy  of  thio  judo-Jifnt 
cc-.-it-uonc  to  the  United  Stntos  Marshal  or  o'hcr  quAlified  officer  w».nd  th«\t 
copy   .iO»ve  &s   the  conraitnent  of    the  d«.»fcndanc. 


{  (. 


Uni'ced   States   Oiatricv  Juc«^c 


lie J   in  Clerk's  Office 
iiTi  ;:.    O-rter,    Clerk 
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oO  ;..V.7.:3   OJf  AMERICA         ) 

) 

V.  ) 


r.O.      CPv  76-2';  A 


•: .    .;i5    27tatiay  osf    January  t    1976,   caa«  th«  Attomay  /or  tiio 

V   .-,;.ti   'vlic  ocx'cncian^  £.ppcarcd  ir.  pcrr.o.*.  and 

V.".",     .....  o-.i.^.sei,    .^iuiicy  0.    Cf.iilihj   Jx*.  ,   JLiGquiro  and  Ale;-:  V.".    Gii.itr. .    U.umi 

i  ',  ..y.i  counsel,    t'.;c  court  &dvise&  the  deiTondant;  0/  hia  rijht   to  coun^^ol 

...  .-..'.zed  hisj  whether  ho  desired  to  i.ave  counsel   appoir.tcd  by   vhe  court, 
.'.  .'  dci'or.d»r.t  thereupon  stated  that  i'<e  waived  the  rig^it  to  the 
•    -.-v  .-.ce  oJ  counsel  y 

-V  -."  /.DJWCSD  that  the  do/e:.dcjit  h.'.s  U  ."-.«co:  i  upon  his  plea  o* 

\  )      wl\wy  (    )   not  guilty  and  a  verdict  0/  guilty       (X)   nolo  contendere 

of  v:-.o  oi'/ense  0/   Iciov/inGly  and  Uiilav;f  ally  aiding  ejid  abcttin^j  in 
»ci.:iri^.  a  poiitical  contribution  v;ith  bani:  funds,    in  violation  of 
CcccionG  2  and  6IC,   Title  I8,   United  States  Code 

ij  ciir.r-^cci   in  count  tv;o  of  the  information 

!^.C  iM  court  having  asked  the  defendant  whether  he  has  anything  to  as,y  \:l\y 
j><^^.   '.at  should  not  be  pronounced,   and  no  sufficient  cause  to  the  contrary 
W^.-.j  ^low.i  or  appearing  to  the  court, 

r:.«=CSa'JX;u3C2D;a;;hs»==thcsdoarcadar.ti=is=«7ui4-.;ysaas:=chaggcdstaj>d==co^^ 

IT  IS  A0JIJDG3D  that  tho  defendant  :a^>=hcccbybeoaDi;;!ttcd:s:tos^ho:--cur.4»Oy^3o;2=-.tu^e. 
V.;';oV»;./^C3;^eiral''vo"r=^gg'TSUtl^'6rfge 
Pv7  a  fine  of  ONE  TliOUSAICD  and  NO/iOO   (;;i,000.00)  D0LLAK3. 


IT  IS  OROCREO  that  the  Clerk  deliver  a  certified  copy  of  this  jxn^gsicnt  c.r.d 
coanitfient  to  the  United  States  Marshal  or  other  qualified  officer  ar%d  that  the 
copy  serve  as  th«  coauaitaent  of   the  defendant. 


GM. 


/-/, 


^ 


^^^^V■^'/^  ^ 


United  States  District  J;M«ge 


Tiled  in  Clerk's  Office 


V  3on  M 


Ly: 


Carter,   Clerk 

■'■  .-.uty  Clerk 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SUPERVISION.  REGULATION  AND  INSURANCE 

or  THC 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NlNCTV-riFTH  COMCnCSS 

WASHINGTON.  D.C.  2051 S 
September  12,  1977 


Honorable  Robert  Blooa 

First  Deputy  Coaptroller 

Office  of  the  Conptroller  of  the  Currency 

Washington,  D.  C.   20219 

Dear  Mr.  Blooa:  « 

Tour  testimony  at  the  recent  hearings  on  "Problems  Revealed  by  the 
Comptroller- of  the  Currency's  Inquiry  into  Certain  Matters  Relating  to 
T.  Bertram  Lance  and  Various  Financial  Institutions'*  is  appreciated.   Tou 
will  recall  that  at  the  conclusion  of  the  hearings.  Chairman  St  Germain 
Informed  all  witnesses  that  Members  of  the  Subcommittee  might  submit 
additional  questions  for  them  to  answer. 

Accordingly,  I  would  respectfully  ask  that  you  respond  to  the 
following  list  of  questions  in  writing  for  the  record: 

1.  On  page  78  of  the  transcript,  I  asked  you  whether  you  did  not  see  a 
"red  flag"  in  Mr.  Lance's  relationship  with  Billy  Campbell,  a  former 
vice  president  of  Calhoun  First  National  Bank,  who  is  serving  time 
for  a  million-dollar  defalcation. 

I  asked  you  to  conaent  on  the  fact  t^at  Mr.  Lance  arranged  a  $250,000 
loan  for  Mr.  Campbell  Just  17  days  before  he  fired  Campbell  and 
turned  the  case  over  to  the  FBI.  Tou  will  recall  that  the  bank's 
bonding  company  had  alleged  that  Calhoun  First  National  had  condoned 
Campbell's  actions. 

Did  you  find  anything  in  Mr.  Lance's  relationship  with  Mr.  Campbell 
which  would  suggest  that  Mr.  Lance  had  been  involved  In  any  criminal 
conduct  or  had  Jeopardised  the  safety  and  soundness  of  the  bank? 
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l^onorable  Robert   Bloom 

Page  Two 

September  12,    1977 


2.  You  made  a  number  of  statements  during  the  course  of  your  testimony 
that  It  was  your  opinion  that  Mr.  Lance's  campaign  overdrafts  vould 
not  constitute  a  prosecutable  offense  because  no  attempt  was  made  to 
conceal  the  fact  that  the  account  had  been  overdrawn. 

Is  it  the  official  position  of  the  Office  of  the  Comptroller  of  the 
Currency  that  concealment  is  an  essential  element  of  a  prosecutable 
offense  involving  Illegal  campaign  overdrafts? 

3.  Attached  Is  s  copy  of  an  article  by  Richard  Reeves  and  Barry  M.  Hager 
which  appeared  In  the  September  1,  1977,  edition  of  the  Los  Angeles 
Tines  and  to  which  I  referred  on  page  361  of  the  transcript. 

t 
I  direct  your  attention  to  the  paragraph  at  the  bottom  of  the  second 
column  which  lists  borrowings  by  the  Carter  campaign  from  Fulton 
National  Bank  and  from  Citizens  and  Southern  National  Bank  between 
April  and  June  1976.   The  article  states  that. at. tiroes  the  Carter 
campaign  owed  two  banks  more  than  $1  million. 

Does  this  series  of  loans  to  the  Carter  campaign  violate  any  statutes 
or  regulations  applicable  to  national  banks?  Please  explain  the  reasons 
for  your  answer. 

The  Chairman  has  Indicated  that  the  Subcommittee  would  like  to 
receive  all  responses  by  Friday,  September  23. 

Thank  you  very  much  for  your  cooperation. 

Kind  regards. 


John  H.    Rousselot 
Enclosure 
JHRcbff 
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SEP  23  1977 


Comptroller  of  the  Currency 
Administrator  of  r4ational  Banks 


Washington.  DC.  20219 

First  Deputy  Comptroller 

September  22,  1977 


Dear  Mr.  Rousselot: 

This  is  in  reply  to  your  letter  of  September  12,  1977,  posing 
additional  qiiestions  for  the  record  in  connection  with  my 
testimony  on  September  6.  1977,  to  the  Siibconinittee  on  Financial 
Institutions  on  the  subject  of  matters  relating  to  Bert  Lance. 

1)  Your  first  question  is  in  relation  to  the  Billy  Lee  Campbell 
case  and  whether  I  perceived  any  "red  flags"  in  Mr.  Lance's 
relationship  with  Campbell.  Specifically,  you  ask  for  coiment 

on  the  fact  that  Mr.  Lance  arranged  a  $250,000  loan  to  Mr.  Campbell 
shortly  before  he  was  fired  and  referred  to  the  FBI. 

This  fact  certainly  caused  me  to  wonder  about  possible  undisclosed 
relationships  between  the  two  men.   However,  the  matter  had  been 
looked  into  by  the  FBI  and  the  U.  S.  Attorney's  Office  with 
negative  results  as  to  any  improper  connection  with  Mr.  Lance. 
The  Comptroller's  report  of  August  18,  1977,  concluded  in  con- 
nection with  the  Campbell  case  as  follows:   "Based  on  the  infor- 
mation available  to  the  Office  of  the  Comptroller  of  the  Currency, 
there  appears  to  be  no  violations  of  the  statutes  or  regulations 
applicable  to  National  Banks  except  those  provisions  involved  in 
the  criminal  proceedings  against  Mr.  Campbell." 

2)  You  ask  if  it  is  the  official  position  of  the  Office  of  the 
Comptroller  of  the  Currency  that  concealment  is  an  essential 
element  of  a  prosecutable  offense  involving  illegal  campaign 
overdrafts . 

The  elements  necessary  to  be  present  in  order  to  have  a  violation 
of  18  use  610  (now  2  USC  441b) ,  a  provision  of  the  Federal  Criminal 
Code,  are  not  sxibject  to  definition  by  the  Comptroller  of  the 
Currency.   This  is  a  matter  within  the  jurisdiction  of  the 
Department  of  Justice  and  the  courts.   My  own  view  as  an  attorney 
is  that  one  of  the  elements  necessary  for  a  violation  of  this 
statute  as  in  many  other  criminal  code  provisions  is  a  guilty 
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knowledge  or  Intent  to  violate  the  law.   The  thnist  of  my 
cestimony  was  that  a  complete  lack  of  effort  to  conceal 
essential  facts  argues  against  the  existence  of  criminal 
intent  and  would  be  so  perceived  by  a  jury.   I  can  certainly 
conceive  of  cases,  however,  where  the  circumstances  would 
Indicate  a  clear  violation  of  the  statute  even  in  the  absence 
of  concealment.   For  example,  a  straight  contribution  by  the 
bank  to  a  political  campaign  with  no  expectation  of  repayment. 

3)  You  refer  to  an  article  by  Richard  Reeves  and  Barry  M.  Hager 
in  the  September  1,  1977  edition  of  the  Los  Angeles  Times .  This 
article  lists  a  number  of  loans  obtained  by  the  Carter  Campaign 
from  various  National  Banks  and  you  inquire  whether  any  of  these 
loans  violated  the  law  or  regulations. 

Section  610  was  amended  in  1972,  so  as  to  permit  the  making  of 
loans  by  National  Banks  to  political  campaigns  provided  that 
such  loans  were  made  in  accordance  with  the  applicable  banking 
laws  and  regulations  and  in  the  ordinary  course  of  business.   To 
ny  knowledge,  this  Office  has  not  conducted  any  special  inquiry 
into  loans  made  to  either  the  Ford  or  Carter  Campaigns  and  has 
not  been  asked  to  conduct  such  inquiries.   I  have  advised 
Mr.  Heimann  of  your  interest  in  the  question. 


Sincerely, 


Robert  Bloom 

Pirst  Deputy  Comptroller  of  the  Currency 


The  Honorable  John  H.    Rousselot 
Subconmittee  on  Financial  Institutions 
Supervision,   Regulation  and  Insurance 

of  the 
Committee  on  Banking,   Finance  and  Urban  Affairs 
U.  S.   House  of  Representatives 
Washington,   D.   C.      20515 
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U.S.  HOUSE  OK  RHiPKr.SRNTATIVES  V.Z:^'^,'':Tr:iZ 

SUBCOMMIl  ri  t  ON  nr.'ANCIAI.  INSTITUTIONS 

SUPr.RVISION.  RKGUI-ATION  AND  INSURANCE 

or  THE 

COMMIl  FLE  ON  BANKING.  FINANCE  AND  UH3AN  Af  FAIRS 

NiMllTY  I'lUM  CONCNCSS 


WASHINGTON,  D.C.     20515 

Scptc;nber  12.  1977 


Donald  L.  Tarlelon,  Regional  Administrator 
Office  of  the  Comptroller  of  the  Currency 
Sixth  National  Bank  Region 
Peachtree  Cain  Tower,  Suite  2700 
229  Peachtree  Street.  N.  E. 
Atlanta,  Georgia  30303 

Dear  Mr.  Tarleton: 

Your  testimony  at  the  recent  hearings  on  "Problems  Revealed 
by  the  Comptroller  of  the  Currency's  Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  lance  and  Various  Financial  Institutions"  is 
appreciated.  You  will  recall  that  at  the  conclusion  of  the  hearings. 
Chairman  St  Germain  informed  all  witnesses  that  Members  of  the  Sub- 
committee might  submit  additional  questions  for  them  to  answer. 

Accordingly.  I  would  respectfully  ask  that  you  respond  to 
the  following  list  of  questions  in  writing  for  the  record: 

1.  On  page  7  of  your  statement  you  stated  that  when  Mr.  Lance  visited 
you  on  November  22,  1976,  "it  served  as  a  reminder  that  the  formal 
rescission  had  not  yet  been  completed." 

How  long  have  you  known  Mr.  Lance,  and  have  you  ever  been  associated 
with  him  in  the  past? 

Was  there  anything  other  than  the  visit  itself  which  reminded  you 
that  the  agreement  had  not  been  rescinded?  Did  Mr.  Lance  mention 
the  agreement  to  you  during  his  visit?  Did  he  ask  you  to  rescind 
the  agreement? 

2.  On  page  85  of  the  transcript  you  stated,  "I  am  not  aware  of  anything 
today.  Congressmen,  other  than  what  I  might  have  read  in  the  press  -- 
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Mr.  Donald  L.  Tarleton 
Page  Two 
September  12,  1977 


and  I  have  in  recent  weeks  learned  that  the  press  Is  not  entirely 
reliable  --  of  anything  that  constitutes  a  violation  of  that 
agreement,  had  it  been  in  place  today." 

While  the  hearing  was  still  in  progress,  there  was  a  report  from 
the  Office  of  the  Comptroller  of  the  Currency  --  not  from  the 
press  --  of  an  arrangement  for  Mr.  Lance  to  have  checks  held  at 
the  Calhoun  Bank  for  payment  from  his  National  Bank  of  Georgia 
account  when  payment  from  the  Calhoun  account  would  have  created 
overdrafts.  More  than  a  thousand  items  involving  more  than  two 
million  dollars  were  held  under  this  arrangement  during  1976. 

Did  this  arrangement  constitute  a  violation  of  the  agreement? 

The  Chairman  has  indicated  that  the  Subcommittee  would  like 
to  receive. all  responses  by  Friday,  September  23. 

Thank  you  very  much  for  your  cooperation. 

Kind  regards, 

John  H.  Rousselot 
JHR:bfc 
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T^  HonorabU  John  H.  Rousselot 
U.  S.  H(H»«  of  ltfl|>r«s«ntatives 
Submit  tt—  on  Financial  Institutions 

SqMnrision.  Ragulation  and  Insuranoa 

of  tha  Coanittaa  on  Banking,  Finance 

and  Urban  Affairs 
Ninety- Fifth  Confress 
Vashinfton,  D.  C.     20515 

Dear  Mr.  Rousselot: 

I  apologite  for  the  dala/  in  responding  to  your  letter  of  Septeaber  12,   1977, 
and  especially  that  this  letter  did  not  nake  the  Septeaber  23  date  by  which 
you  requested  a  response. 

According  to  w^  appointaents  calendar,  I  had  a  neeting  with  Messrs.  Lance  and 
Cleveland  on  Septeaber  3,   1975  following  w^  assignaent  to  Atlanta.     It  appears 
that  this  was  a  pre-scheduled  appointaent  at  w^  office  for  then  to  introduce 
theaselves  and  welcone  ne  to  Atlanta,  anong  a  deluge  of  such  visits  froa  bank- 
ing officials  in  siailar  capacities  during  my  first  aonth  or  so  in  Atlanta.     To 
the  best  of  w^  recollection,  this  was  the  first  tiae  that  I  aet  Hr.  Lance.     As 
I  inteipret  your  question  concerning  past  associations  with  Hr.  Lance,  I  have 
had  no  past  associations  with  hia  although  I  have  had  contact  with  hia,  of 
course,  in  the  perforaance  of  my  official  duties. 

As  I  have  previously  indicated  in  discussions  and  testiaony,  Hr.   Lance  did  not 
ask  ae  to  rescind  the  Calhoun  First  National  Bank  agreeaent  with  OCC,  and  to  the 
best  of  my  recollection  we  did  not  discuss  that  agreeaent  during  his  visit  on 
Noveaber  22.     I  have  been  asked  on  a  nuaber  of  occasions  recently  to  pinpoint 
the  coincidence  of  Mr.   Lance's  visit  and  the  lifting  of  the  agreeaent.     I  have 
speculated  about  several  events  that  aight  have  caused  the  coincidence  but  have 
over  the  past  aonth  pretty  audi  concluded  in  w^  own  aind  through  deduction  that 
his  visit  alone  served  as  a  reainder  that  the  foraal  rescission  had  not  yet  been 
coapleted. 

With  respect  to  your  question  concerning  Page  85  of  the  transcript,   I  have  not 
read  the  report  froa  the  Office  of  the  Coaptroller  of  the  Currency  to  which  you 
refer.     Neither  do  I  recall  specifically  being  aware  of  any  particulars  concern- 
ing this  situation  except  as  described  in  the  Hearing.     All  files  relating  to 
tiie  National  Bank  of  Georgia  and  Calhoun  First  National  Bank  were  reaoved  to 
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Washington  froa  the  Atlanta  Office  by  the  Coq>troller  of  the  Currenqr  prior  to 
the  Hearing  before  your  Cknadttee.  Because  of  the  foregoing  facts,  I  really  aa 
not  in  a  position  to  judge  whether  the  situation  to  which  you  refer  constitutes 
a  violation  of  the  agreeaent.  I  aight  observe  that  if  the  facts  relative  to 
this  situation  (as  I  understand  thea  froa  hearing  the  testiaony  before  your 
CoHidttee)  were  taken  at  their  worst  they  would  constitute  a  violation  of  the 
spirit  of  the  agreeaent  only  and  not  a  violation  of  the  teias  of  the  agreeaent. 

Again,  ^r  apologies  for  not  having  responded  tiaely. 


Very  truly  yours. 


Donald  L.  Tarleton 

Regional  Adainistrator  of  National  Banks 

Sixth  National  Bank  Region 
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NlNUrY-FlFTH  CONCWI  SS 

WASHINGTON.  D.C.     20515 

September  12,  19/7 


Robert  Guyton,  President 
National  Bank  of  Georgia 
Post  Office  Box  1234 
Atlanta,  Georgia  30301 

Dear  Mr.  Guyton: 

Your  testimony  at  the  recent  hearings  on  "Problems  Revealed 
by  the  Comptroller  of  the  Currency's  Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  l.ance  and  Various  Financial  Institutions"  is 
appreciated.  You  yyill  recall  that  at  the  conclusion  of  the  hearings, 
Chainnan  St  Germain  informed  all  witnesses  that  Members  of  the  Sub- 
committee might  submit  additional  questions  for  them  to  answer. 

Accordingly,  I  would  respectfully  ask  that  you  respond  to 
the  following  question  in  writing  for  the  record: 

On  August  16,  1976,  the  National  Bank  of  Georgia  offered 
its  stockholders  rights  to  subscribe  for  451,000  shares  of  its 
capital  stock.  Page  36  of  the  offering  circular  contained  the 
following  paragraph: 

"During  1975,  senior  officers  of  HBG  disclosed 
that  certain  political  contributions  had  been  made 
with  bank  funds,  the  details  of  which  were  fully 
outlined  In  NBG's  proxy  statement  for  Its  annual 
meeting  held  in  April  of  1976.  Those  funds  were 
voluntarily  repaid  to  NB6  by  the  individuals  involved 
and  in  January  of  1976,  the  Bank,  King  0.  Cleveland 
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and  James  H.  Dickson,  Jr.  ansv/ered  nolo  contendre 
to  misdemeanor  charges  of  making  political  contri- 
butions from  bank  funds  of  $350  to  the  Jefferson- 
Jackson  Day  Dinner  and  $300  to  the  Fulton  County 
Republican  Party.  Those  answers  were  accepted  by 
the  United  States  District  Court,  fines  aggregating 
$7,000  were  imposed,  and  no  further  legal  action  is 
anticipated  in  connection  with  those  transactions. 
Internal  procedures  designed  to  safeguard  against 
a  re-occurrence  of  such  uses  of  funds  have  been 
instituted  by  the  Board  of  Directors." 

Please  describe  the  internal  procedures  which  your  bank 
has  designed  to  safeguard  against  making  political  contributions. 
Can  you. assure  the  Subcommittee  that  they  operated  effectively 
during  the  political  year  1976? 

The  Chairman  has  indicated  that  the  Subcommittee  would  like  to 
receive  all  responses  by  Friday,  September  23.  Thank  you  very  much  for 
your  cooperation. 

Kind  regards, 

John  H.  Rousselot 
JHR-.bfc 
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October  6,    1977 


Honorable  John  H.  Rousselot 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
of  the  Committee  on  Banking,  Finance 
and  Urban  Affairs 

United  States  House  of  Representatives 
Washington,  D.  C.        20515 

Dear  Mr.  Rousselot: 

This  is  in  respoiise  to  your  letter  dated  September  12,  1977. 
As  you  note  in  your  letter.  The  National  Bank  of  Georgia 
offering  <:ircular  dated  August  16,  1976  stated  that  the  bank 
had  instituted  internal  procedures  designed  to  avoid  a  re- 
currence of  the/  violations  of  Federal  Election  Law  which  had 
theretofore  occurred.   These  prior  violations  involved  cash 
contributions  made  by  bank  officers  out  of  bank  funds  obtained 
by  cashing  a  general  ledger  debit.   The  bank  adopted  procedures 
prohibiting  the  use  of  a  general  ledger  debit  to  obtain  cash. 
In  addition,  the  new  procedures  provide  that  expense  requisi- 
tions are  reviewed  before  payment  by  both  an  accounting  clerk 
and  the  clerk's  supervisor.   The  requisitions  are  further  re- 
viewed after  payment  by  the  vice  president  in  charge  of  account- 
ing and  the  senior  vice  president  and  comptroller. 

As  you  may  recall  from  my  testimony  before  the  committee,  I  was 
not  affiliated  with  the  bank  during  1976.   However,  it  is  ray 
understanding  that  these  procedures  were  successful  in  prevent- 
ing a  recurrence  of  violations  similar  to  those  which  had  pre- 
viously been  discovered.   If  you  have  further  questions  regard- 
ing this  matter,  please  let  me  know. 

Sincerely, 


RPGrsa 


^-^\^ 
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WASHINGION.  D.C.     ?051S 

September  12,  1977 


John  E.  Davis,  President 
Calhoun  First  National  Bank 
Post  Office  Box  12169 
Calhoun,  Georgia  30701 

Dear  Mr.  Davis: 

Your  testimony  at  the  recent  hearings  on  "Problems  Revealed 
by  the  Comptroller  of  the  Currency's  Inquiry  into  Certain  Matters 
Relating  td  T.  Bertram  Lance  and  Various  Financial  Institutions"  is 
appreciated.  You  will  recall  that  at  the  conclusion  of  the  hearings. 
Chairman  St  Germai'n  informed  all  witnesses  that  Members  of  the  Sub- 
committee might  submit  additional  questions  for  them  to  answer. 

Accordingly,  I  would  respectfully  ask  that  you  respond  to 
the  following  question  in  writing  for  the  record: 

On  page  262  and  succeeding  pages  of  the  transcript, 

you  described  efforts  which  were  made  by  the  Calhoun  First 

National  Bank  to  comply  with  both  the  letter  and  the  spirit 

of  its  agreement  with  the  Comptroller  of  the  Currency. 

The  Comptroller's  September  7  report  describes  an 
arrangement  by  Mr.  Lance  to  have  checks  held  at  the  Calhoun 
Bank  for  payment  from  his  National  Bank  of  Georgia  account 
when  payment  from  the  Calhoun  account  would  have  created 
overdrafts.  More  than  a  thousand  items  involving  more 
than  two  million  dollars  were  held  under  this  arrangement 
during  1976. 

Do  you  consider  this  practice  of  holding  Mr.  Lance's 
checks  to  avoid  the  creation  of  overdrafts  to  have  been 
consistent  with  the  letter  and  spirit  of  the  agreement? 
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The  Chairman  has  indicated  that  the  Subcoinmittee  v/ould  like 
to  receive  all  responses  by  Friday,  September  23. 

Thank  you  very  much  for  your  cooperation. 

Kind  regards, 

John  H.  Rousselot 
JHRibfc 
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September  19.  1977 


The  Honorable  John  H.  Rousselot 
U.  S.  House  of  Representatives 
Subcommittee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
Committee  on  Banking,  Finance  and  Urban  Affairs 
Washington,  D.  C.   20515 

Dear  Mr.  Rousselot: 

Our  answer  to  your  question  contained  within  your  letter  of 
September  12,  1977,  concerning  whether  or  not  we  feel  that 
the  present  arrangements  whereby  we  transfer  funds  from  the 
National  Bank  of  Georgia  to  the  appropriate  account  of  Mr. 
Bert  Lance  adheres  to  the  letter  and  spirit  of  our  former 
agreement  with  the  office  of  the  Comptroller  of  the  Currency 
is  an  unequivocal  "yes".   However,  to  understand  our  strong 
feelings  on  this  matter,  it  might  be  helpful  if  we  furnished 
you  with  a  little  background  information  on  the  somewhat 
unique  manner  in  which  we  operate  our  corporate  demand 
deposit  accounts. 

The  Calhoun,  Georgia  area  along  with  our  sister  city  Dalton, 
Georgia,  which  is  located  slightly  north  of  us,  together  comprise 
the  industrial  and  commercial  carpet  manufacturing  center  for  the 
free  world.   The  carpet  business  has  traditionally  been  an  indus- 
try which  has  a  small  equity  capital  base  and  it  has  always  been 
necessary  for  them  to  depend  upon  large  factoring  firms  such  as 
Walter  E.  Heller  &  Company  of  Chicago  or  one  of  the  factoring 
divisions  of  a  large  southeastern  regional  bank  for  the  cash 
working  capital  to  pay  their  normal  every  day  expenses.   This 
type  of  financing  is  extremely  expensive  and  as  could  be  expected 
the  mills  are  very   reluctant  to  request  funds  from  their  factor 
until  the  last  possible  moment. 

Each  morning  our  computer  center  furnishes  us  with  a  list  of 
accounts  in  which  if  a  deposit  is  not  made  during  the  normal 
day's  course  of  business  an  overdraft  will  result.   Our  customer 
service  officers  immediately  telephone  all  of  the  various  mills 
and  report  the  amount  of  money  they  will  need  to  deposit.  The 
mills  in  turn  contact  their  factors  in  Chicago,  New  York  or 
Atlanta  and  the  funds  are  wired  either  directly  to  us  through 
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the  Atlanta  Federal  Reserve  Bank  or  credited  to  one  of  our 
correspondent  accounts  In  Atlanta.  As  soon  as  this  notification 
Is  received  by  the  Calhoun  First  National  Bank  the  customer  Is 
credited  with  the  proceeds.  While  It  sounds  quite  complex  we 
have  been  doing  this  for  so  many  years  that  It  Is  a  relatively 
routine  matter  and  from  the  time  we  contact  a  manufacturing 
facility  It  Is  usually  only  a  couple  of  hours  before  the  funds 
are  actually  credited  to  their  account. 

Due  to  the  volume  of  checks  written  and  the  amount  of  funds 
which  clear  through  Mr.  Lance's  various  personal  accounts  during 
any  given  calendar  year  we  basically  operate  his  Individual 
accounts  In  exactly  the  same  manner  as  we  would  a  corporate 
checking  account.   In  other  words,  we  are  only  extending  to  him 
the  same  courtesy  we  do  our  other  customers  and  rather  than  his 
funds  coming  from  a  factor,  they  are  simply  Immediately  trans- 
ferred to  our  credit  by  the  National  Bank  of  Georgia.   I  cer- 
tainly hope  that  this  information  will  help  clear  up  your 
question,  and  If  we  may  be  of  any  further  service  do  not  hesi- 
tate to  let  me  know. 


Jfours  truly. 


E.  Davis,  Jr. 
Ident 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUPCOMMITTEE  OH  FINAMCIAL  INSTlTUTIOKS 

SUPERVISION,  REdULATIQN  J^ND  INSURANCE 

OTTHC 

COMMITTEE  ON  BANKING,  FINANCE  AHO  URBAN  AFFAIRS 

WASHINGTON.  D.C.    20515 
Septeaiber  20,  1977 


Mr.  Gordon  Jones,  President 
The  Fulton  Nstlonal  Bank 
55  Hsrletta  Street 
Atlanta,  Georgia  30302 

Dear  Mr.  Jones: 

As  you  know,  on  September  7,  the  Comptroller  of  the  Currency 
Issued  VolisM  3  —  Supplemental  Report  —  "inquiry  Into  dcTCaln  Matters 
ftclaclfig  to  r  Bertram  tance  mad   Vdrlou9  Financial  Inatltutloat,**  a  major 
section  of  vhlch  referred  Co  vartoua  transactions  vlth  your  bank.  The 
docuBenc  ralsea  aeverat  addle  IdhaI  queatlona  wttlch  we  would  like  answered 
iti  cDnnectlon  wltti  this  Subcomittee'fl  continuing  oversight  and  legislative 
r  eiponslbl 11 c lea . 

1.  In  the  September  7  report  regarding  the  relations  of  Fulton 
National  Bank  and  Mr.  Lance *s  Calhoun  First  National  Bank,  the  Comptroller 
concludes: 

**The  F^lton-Calhoim  transaction  show  a  pattern  of  loans  to 
Mr  and  Hra.  iAncfi  and  assoclacefl  ftan  a   ccirree|>onde(iC  bafik.  The 
correspondent  bank  looked  In  oone  measure  to  the  Dalntenanne  of 
■aclsfactory  correspondent  balances  in  detflndnlng  whether  to 
make  the  loana  and  In  calculating  the  profitability  af  iDana 
after  ehcy  were  luide.   In  addition,  there  1a  eoise  evidence  tending 
to  support  the  view  that,  but  for  the  correspondent  accounts, 
the  loans  would  not  have  been  made.** 

Would  you  please  provide  the  Subcommittee  with  your  bank's  written 
loan  policies  for  the  periods  mentioned  In  the  report,  that  la  from  1963 
to  1977? 

2.  Were  the  loans  to  Mr.  Unce,  Mrs.  Unce,  Uncelot  Company,  and 
the  several  directors  of  the  Calhoun  First  National  Bank,  made  between 
1963  and  1977  ever  criticized  by  nations  bank  examiners  at  your  bank? 
Please  provide  the  Subcfionlttee  with  specific  details  about  any  ratings 
natloiul  bank  examiners  night  have  applied  to  these  loans. 

3.  Bid  the  Fulton  Ha  lonal  Bank  write  off  any  of  these  loans  as 
losses?  If  so.  please  provide  the  Subcommittee  with  the  dates  and  details. 
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4.  The  Comptrollet^ m   report.  In  referring  to  your  bank*s  expectations 
for  a  conpensatlng  balance*  states: 

''Notvlthst^Ddlng  Futon's  possible  expectations,  available 
inforaation  discloses  that  the  services  provided  by  Fulton 
exceeded  Fulton's  calculated  return  on  the  Calhoun  deposits. 
In  fact,  Fulton  provided  Calhoun  with  correspondent  services 
at  a  net  loss.** 


Were  the  correspondent  bank  relationships  of  your  bank 
by  national  bank  examiners  during  this  period?  Were  the  correspondent 
accounts  of  your  bank  criticised  by  bank  examiners? 

5.  Please  provide  the  Subccmaittee  with  copies  of  your  annual 
reports  for  the  years  1970  to  1977. 

6.  Please  provide  the  Subcommittee  with  copies  of  the  irrltten  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers,  your  trust  department, 
your  co-respondent  bank  department,  and  your  real  estate  departmentt 

7.  In  discussing  a  conversation  with  Mr.  Lance,  your  officer  J.  L. 
Phillips  noted  for  the  record  on  December  31,  1974: 

'*He  had  offered  57  acres  of  land  worth,  he  said,  minimum  of 
2  to  $3,000  an  acre  in  lieu  of  additional  stock  in  the  bank; 
however,  this  offer  was  conditioned  on  our  not  recording  the 
deed.  For  this  reason,  we  preferred  additional  stock  which 
he  will  send  us  in  the  next  few  days."  (Emphasis  added) 

Please  provide  the  Subcamittee  with  your  bank*s  written  policies 
regarding  recordation  of  deeds  taken  as  collateral. 

8.  The  Comptroller* 8  records  reflect  that  on  May  U,  1975,  the 
Fulton  Natlotial  Bank  transferred  loans  of  the  following  people  to  the 
National  Bank  of  Georgia:  Mr.  James  B.  Langford;  Mr.  Bill  Mathews;  and 
Mr.  R.  Merrill  Dobbs. 

Why  were  the  loans  transferred  and  at  whose  initiative? 

9.  Please  provide  the  SubconAitcee  with  a  copy  of  your  bank's  internal 
regulations  regarding  the  depofilts  required  In  a  correspondent  account  in 
order  to  justify  dollars  spent  in  providing  services. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 

Sincerely, 


FJStG:mLr 
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raiTOIIIUTIOimMIIK 

October  3,  1977 


The  Hcmorable  Feniand  J.  St  Gexnaln 
U.  S.  House  of  Representatives 
SubcooBtLttee  of  Financial  Institutions 
Sizpervlslon,  Regulation  and  Insurance 

of  the  CoanLttee  on  Bazddng,  Finance 

and  Urban  Affairs 
Washington,  D.  C.  20313 

Dear  Cangresaman  St  Gexnaln: 

Mr.  Gordon  Jones  has  requested  that  I  respond  to  your  letter  of  Septenber  20, 
1977,  seeking  certain  infoznatlon  in  connection  with  your  subcooiBittee's  con- 
tinuing oversl^t  and  legislative  respcmsibilities. 

While  ve  wish  to  cooperate  with  your  subcoanLttee,  it  is  against  the  policy 
of  this  Bank  to  voluntarily  disclose  to  third  parties  infoznatlon  with  respect 
to  transactions  of  the  Bank's  custoners  without  the  consent  of  such  custcners. 
Our  policy  in  this  regard  applies  equally  to  fozner  customers,  such  as  those 
which  are  the  subject  of  your  inquiry,  as  it  does  to  our  current  customers. 
As  I  am  sure  you  recognise,  all  bankers  receive  numerous  inquiries  trca. 
various  govexnmental  entities  seeking  to  investigate  the  activities  of  their 
customers.  While  we  are  syiiq;Mithetic  to  the  difficulties  which  may  be  en- 
countered in  obtaining  infoznatlon  throu^^  legeLI  process,  we  take  the  position, 
and  that  position  is  concurred  in  by  our  counsel,  that  our  customers  are  en- 
titled to  privacy  in  their  business  and  personal  financial  dealings  and  that 
their  confidences  e^qtressed  to  us  should  ronain  inviolate  absent  legal 
coaqpulsion. 

The  CoiQ)troller  of  the  Currency  has  the  legal  authority  to  examine  and  make 
copies  of  our  records  and,  in  general,  to  insist  upm  our  cooperation  in  pro- 
viding Infoznatlon  for  purposes  of  evaluating  our  banking  practices.  Of 
necessity,  we  aust  then  disclose  to  the  Coniptroller  the  confidences  of  our 
customers.  The  infoznatlon  referred  to  in  your  letter  was  obtained  by  the 
Comptroller  in  connection  with  such  cm  investigation.  We  played  no  part  in 
disclosing  the  infoznatlon  obtained  by  the  Coniptroller  to  the  public.  We 
cannot,  consistent  with  our  policy  relating  to  the  confidentiality  of  our 
customers'  affairs,  supplement  and  e3q;>laln  data  ireleased  by  third  parties 
without  appropriate  legal  process. 

Thou|^  we  must  respectfully  refuse  to  voluntarily  provide  any  infoznatioa  re- 
garding the  Bank's  customers,  we  are  more  than  willing  to  cooperate  with  your 
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The  Honorable  Fernand  J.  St  Germain   -2-  October  3,  1977 

subcommittee  in  providing  information  regarding  Falton  National's  internal 
operations  and  procedures.  Accordingly ,  we  are  enclosing  the  foUoiring 
documents  covered  "by  your  request: 

I.  Relevant  sections  of  Fulton  National  Bank's 
Loan  Manual  which  contcdns  its  written  loan 
policies  (Fulton  National's  Loan  Manual  con- 
sists of  two  loose-lecLf  volumes  and  is  several 
hundred  pages  in  length). 

II.  Copies  of  the  annual  reports  of  Fulton  National 
Corporation  for  the  years  I97O-I976  (There  is  no 
1977  annual  report  since  the  year  is  not  yet 
CGopleted.)^ 

Responding  to  paragraph  6  of  your  letter  of  inguiryy  Fulton  National  Bank  has 
no  "written  policies.  .  .  regarding  the  separation  of  departanents"  as  such. 
Fulton  National's  Trust  Department  is  operated  as  a  separate  division  of  the 
Bank  supervised  by  the  Trust  Committee  of  the  Board  of  Directors  of  the  Bask 
in  accordance  with  applicable  banking  laws.  Coomunication  between  the  Trust 
Department  and  other  divisions  of  the  Bank  is  limited  principally  to  busi- 
ness referrals.  For  example ,  if  a  lending  officer  of  the  Bank  leams  that 
one  of  his  customers  is  in  need  of  trust  services ,  we  would  hope  he  would 
ccnmunicate  that  fact  to  a  Trust  Department  officer.  Other  departments  of 
the  Bank  commmicate  and  share  information  with  each  other  when  necessary  to 
serve  the  needs  of  the  Bank's  customers.  For  exainple,  if  a  CGBmercial  cus- 
tomer of  the  Bank  approached  a  commercial  lending  officer  with  a  proposal 
for  a  real  estate  loan,  the  commercisJ.  officer  and  an  officer  from  the  Baxik's 
Resil  Estate  Department  would  probably  work  together  to  service  that  customer's 
needs . 

The   seventh  paragraph  of  your  letter  requests  information  on  the  Bank's 
written  policies  with  respect  to  recordation  of  security  deeds.  Fulton 
NationsLl  has  no  written  policy  dealing  specifically  with  that  limited  sub- 
ject. However,  Fulton  National's  Loan  Manual  does  provide  instructions  to 
lending  officers  with  respect  to  perfection  of  security  interests  in  any  col- 
later£Ll  taken,  and  it  is  assumed  in  those  instructions  that  Fulton  National's 
security  interests  in  such  collatersil  will  be  perfected.  It  is  our  under- 
standing that  to  perfect  a  security  interest  in  land  in  Georgia,  a  security 
deed  must  be  recorded. 

Finally,  paragraph  9  of  your  letter  requests  information  regarding  Fulton 
NationsLl's  "internal  regulations  regarding  the  deposits  required  in  a  corres- 
pondent account  in  order  to  justify  dollars  spent  in  providing  services". 
Here  again,  there  are  no  intemsil  regulations  as  such  relating  to  this  sub- 
ject. Fulton  National  periodically  reviews  all  correspondent  bank  accounts 
and  compares  benefits  derived  by  Fulton  National  from  the  deposit  with  the 
cost  of  providing  services  to  the  correspondent  bank.  This   analysis  is 
ba^ed  on  the  then  current  value  of  interest-free  deposits  and  an  approxi- 
mation of  the  actufiJ.  costs  incurred  in  providing  services  during  the  period 
covered  by  the  analysis. 

*-AnnuaI  reports  available  at  Subcommittee. 
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We  hope  the  foregoing  Infoxmatlon  will  assist  you  In  your  subcoooDlttee's 
deliberations.  If  you  or  your  staff  have  any  questions  about  the  infoxma- 
tlon provided  above  or  about  any  of  the  enclosed  documents,  I  will  be 
happy  to  discuss  them  with  you. 


Sincerely, 


L.  Megar 
Senior  Vice  President 


HIM:mbs 
Enclosures 
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THE  FULTGN  RATIONAL  BANK 

LOAN  POLICY 

INDIVIDUAL  AUTHORITY 

1.  All  loan  officers  aasigned  to  the  Banking  Group  have  individual. unaecured 
authority  to  $5,000.  All  others  will  handle  loana  through  a  loan  officer 
only. 

2.  Certain  loan  officers  shall  have  individual  unsecured  authority  in  excess  of 
$5,000  as  indicated  by  specific  designation  by  the  President  of  the  bank. 

3.  All  loan  officers  have  individual  authority  to  make  Installnent  loans  over 
their  limits  vhen  secured  by  an  automobile  or  an  F.H.A.  improvement  loan 
When  handled  in  accordance  with  our  regular  policy  for  installoient  loans  as 
issued  from  time  to  time.  They  may  also  make  loans  in  excess  of  their 
individual  authority  When  secured  by  assignment  of  savings  accounts,  savings 
certificates,  cash  surrender  value  of  life  Insurance,  and  share  accounts  of 
savings  and  loan  association  in  the  Metropolitan  Area  of  Atlanta,  as  veil  as 
lAen  secured  by  stocks  and  bonds  in  compliance  with  instrtictions  contained  in 
the  Loan  Manual  of  this  bank. 

However,  no  additional  loan,  unless  fully  secured  as  provided  in  this  section, 
can  be  made  If  such  a  loan  ifill  mean  the  total  Indebtedness  will  exceed  the 
Individual  authority. 

For  example;  Asstnlng  an  individual  authority  of 
$25,000  and  present  outstandings 
totaling  $25,000  (secured  or  xin- 
secured),  no  new  advance  may  be  made 
unless  fully  secured  as  provided  for 
In  this  section. 
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4.  When  a  loan  Is  unusual  as  to  size,  maturity  or  nature,  the  loan  must  be 
discussed  with  a  conmerclal  loan  Senior  Vice  President  or  Vice  President. 
(See  additional  Management  Policy  statements  on  loans  that  are  now  current 
and  as  Issued). 

5.  Officers  making  loans  within  their  lending  authority  should  report  such  loans 
on  Form  234  (Rev.),  (Exhibit  A),  showing  all  the  Information  required  thereon 
which  Is  pertinent  to  the  loan,  placing  N/A  on  any  blank  lines.  These  forms 
should  be  manually  signed  by  the  officer  with  his  complete  name,  officer 
number,  and  the  name  and  number  of  his  profit  center  shown  Immediately  below 
his  signature.  The  original  of  such  report  will  be  forwarded  to  the  Credit 
Department  to  be  included  In  the  customer's  credit  file. 

6.  Uhen  a  loan  is  declined,  the  officer  doing  so  will  write  a  green  sheet  for 
the  credit  file,  giving  details  as  to  the  particulars  Involved  and  his  rea- 
sons for  declining  It.  Borderline  situations  should  be  discussed  with 
another  officer  before  a  loan  is  declined. 
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LOAN  COMMITTEES 
The  following  constitute  the  Loan  CoonltteeB  of  the  Bank  and  their  authorities: 


SENIOR  LOAN  COMMITTEE 


Meaibers: 

Au£b2£l£}L: 
Procedures : 

Quorum; 


Time_aiid 
Place: 


H.  L.  Megar,  Chairman 
Jack  Burton 
Frank  Burke 


John  Clark 
Rame  Coombes 
Frances 


All  loan  requests  exceeding  $500,000.  Review  all  loans  exceeding 
$100,000  which  were  presented  and  approved  by  any  other  Coonlttee. 

a)  Credit  Department  will  furnish  copies  of  minutes  of  other 
Committees  to  this  Committee  for  review. 

b)  The  Credit  Department,  If  requested,  will  have  available 
any  loan  package  that  the  Committee  might  wish  to  review. 

c)  If  there  Is  a  dissenting  vote,  the  Chairman  %«111  refer  the 
loan  to  the  Senior  Review  Committee. 

Any  three  of  the  above-named  committee  members  will  constitute  a 
quorum. 


Attendance :    Any  officer  presenting  a  loan  to  this  Committee,  together  with  his 
Division  Head  or  Department  Manager. 


Each  Friday,  8:30  A.M.,  In  the  Board  Room. 


REGIONAL-NATIONAL  COMMITTEE 


Members : 


Authority : 


Quorum: 


Time  and 
Place ; 


Jack  Burton,  Chairman 
T.  LaMar  Sheats 
Harrison  Jones 


John  Clark 
Rame  Coombes 
Joe  Clamon 


All  loan  requests  generated  from  the  Regional  and  National  Division 
up  to  and  Including  $500,000. 

If  there  Is  a  dissenting  vote,  the  Chairman  will  refer  the  loan  to 
the  Senior  Loan  Committee. 

Any  three  of  the  above-named  committee  members  will  constitute  a 
quorum. 


Each  Monday,  8:30  A.M.,  In  the  Board  Room. 
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REAL  ESTATE  LOAN  COMMITTEE 
Meabcrs: 


Authority: 

Procedure: 

Ottoni; 

Tlae  and 
Place: 


H.  L.  Megar,  Chalman 
Jack  Burton 
fTsaces   Samtionft 


Jin  Murphy 
John  Clark 


All  loan  requests  generated  froai  the  Real  Estate  Division  up   to 
and  including  $500,000. 

If  there  is  a  dissenting  vote,  the  Ghairaan  will  refer  the  loan 
to  the  Senior  Loan  Coomittee. 

Any  three  of  the  above-naaed  coamittee  ottmbers  will  constitute  a 
quoruB. 


Each  Wednesday,  8:30  A.M.,  at  B.M.A. 


THE  REAL  ESTATE- PROPERTIES  COMMITTEE 


tteribers; 


Tlae  and 
Place: 


H.  L.  Megar,  Chairman 
Frances  Samnons 
John  Clark 


B.   E.   MitchuB 
R.   S.  Nhigham 


Each  month  on  the  15th   (or  the  first  business  day  thereafter), 
at  3:30  P.M.,   Real  Estate  Department,  Northlake  Office  Park. 


MTROPOLITAW  COMMITTEE 


Habere: 


Authority: 


Procedure ; 


Pity; 


Frank  Burke,  Chairman 
Charles  Wood 
Harold  Hobgood 
Janes  Dewberry 
Bob  Rhodes 
Herb  McKoy 
LaRue  Cribb 


Larry  Mlddlebrooks 
Arnold  Johnson 
Sonny  Farris 
Gene  Casey 
Dick  Suever 
Rame  Coombes 
Ed  Renn 


All  loan  requests  over  $100,000  (except  as  specified  for  Branch 
Group  Officers)  generated  from  within  the  Metropolitan  Division 
up  to  and  including  $500,000. 

If  there  is  a  dissenting  vote,  the  Chairman  will  refer  the  loan 
to  the  Senior  Loan  Comnittee. 

Any  four  of  the  above-named  Comnittee  members  will  constitute  a 
quorum. 


Each  Thursday,  8:30  A.M.,  in  the  Board  Room. 
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The  following  Branch  Group  Officers  will  hove  authority  to  approve  loan*  up  to 
and  including  $200,000  when  the  specified  officers  agree  on  the  credit: 

Central  Area  Group  and  South  Pulton  Group 

The  Branch  manager  plus  Janws  Dewberry  and  Harold 
Hobgood  or  either  of  the  latter  two  with  Charles 
Wood 

North  Fulton  Area  Group 

The  branch  manager  plus  LaRue  Cribb  and  Larry 
Mlddlebrooks  or  either  of  the  latter  two  with 
Charles  Wood 

Dekalb  County  Area  Group 

The  branch  manager  plus  Arnold  Johnson  and  Sonny 
Farrls  or  either  of  the  latter  two  with  Charles 
Wood 

Decatur  Office 

Bob  Rhodes  with  Sonny  Farrls  or  Arnold  Johnson 
or  Charles  Wood 

1.  The  Credit  Department  will  be  responsible  for  the  taking  and  writing  of  all 
minutes  for  all  Committees  with  the  exception  of  the  Real  Estate- Properties 
Cosmilttee. 

2.  On  all  loans  being  presented  to  all  Committees,  the  Loan  Information  Sheet 
must  be  signed  by  the  Profit  Center  Manager  and  Area  Supervisor  (In  the  case 
of  Retail  Loans)  or  the  Division  Head.  On  any  loan  presented  from  areas 
other  than  Retail,  the  Officer  responsible  for  the  loan,  together  with  that 
Officer's  Department  Head,  or  in  the  Department  Head's  absence,  the  Division 
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aead  will  sign  the  Loan  Information  Sheet.  If  a  Department  Hanager  (other 
than  Retail  Department)  is  presenting  a  loan,  then  the  Loan  Information 
Sheet  should  be  signed  by  the  Department  Manager  together  with  the  Division 
Head.  By  adhering  to  the  above  procedure,  this  indicates  that  the  Profit 
Center  Manager  and/or  Division  Head  has  reviewed  and  does  approve  the  loan 
being  submitted.  In  the  past,  there  have  been  a  few  occasions  in  which 
loans  were  being  submitted  to  a  coonittee  without  the  knowledge  or  approval 
of  the  Department  Manager  and/or  the  Division  Head. 

3.  Mr.  H.  L.  Megar  will,  from  time  to  time,  attend  any  loan  coonittee  meeting 
as  a  member. 

4.  The  Chairman  of  each  coonittee  will  appoint  another  member  of  his  respective 
coonittee  to  act  in  his  absence. 

3.  When  expedience  requires,  a  loan  may  be  oiade  in  excess  of  individual  author- 
ity, provided  the  loan  is  presented  to  the  respective  coonittee  at  its  next 
scheduled  meeting.  This  action  should  be  required  very  seldom  and  the  loan 
should  meet  every  test  of  bank  loan  policy  and  sound  credit. 

6.  All  loans  to  contractors,  engineers  or  architects  in  excess  of  officer's 
lending  authority  must  have,  without  exception,  coonittee  approval  before 
being  conmitted  or  oiade. 

7.  No  unsecured  loans  will  be  made  to  officers  of  other  oietropolitan  Atlanta 
banks,  holding  companies  or  affiliates,  or  savings  and  loan  associations 
without  prior  approval  of  the  Senior  Loan  Coonittee. 

8.  In  order  to  achieve  a  more  uniform  presentation,  and  at  the  same  tioie  give 
the  members  of  the  various  Loan  Coonittees  enough,  pertinent  infonnation  to 
effectively  review  the  loan  request,  the  minimum  requireoients  listed  below 
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should  be  followed. 

For  Lines  and/or  Loans  (other  than  term): 

A.  Loan  Information  Sheet,  Form  308,  properly  completed. 

B.  Loan  Rating  Sheet. 

C.  Last  three  year^  fiscal  financial  statements,  properly 
spread. 

D.  Current  personal  financial  statements  for  endorsers/ 
guarantors,  if  applicable. 

E.  Short  memo  on  the  nature  of  the  business. 

F.  After-tax  Return  on  Capital. 

G.  Any  additional  information  the  Loan  Officer  feels  is 
pertinent  to  the  presentation  of  his  request. 

For  Term  Loans  and  Leases: 

A.  Loan  Information  Sheet,  Form  308,  properly  completed. 

B.  Loan  Rating  Sheet. 

C.  Last  three  years^  fiscal  financial  statements,  properly 
spread.   (Five  years  would  be  preferable) 

D.  Projections  for  the  next  three  years,  when  the  term  ex- 
ceeds four  years  and  the  dollar  amount  is  $250,000  or 
greater.   Where  practic^al  th*  projections  are  to  be  fur- 
nished by  the  borrower   Hovevcr,  if  this  is  not  possible, 
the  Credit  Department  hus  a   program,  and  with  the  proper 
data,  can  prepare  these  projections  for  you. 

E.  Current  personal  financial  statements  for  endorsers/ 
guarantors,  if  applicable. 

F.  Short  memo  on  nature  of  the  business. 

G.  After-tax  Return  on  Capital. 

H.   Any  additional  information  the  Loan  Officer  feels  is 
pertinent  to  the  presentation  of  his  request. 

Loan  material  should  be  given  to  the  Credit  Department  no  later  than  12:00  Noon, 

two  days  prior  to  the  day  of  presentation.   Certain  exceptions  to  this  include 

such  actions  as  needed  to  acquire  a  new  customer  or  acconmodate  inmediate  needs 

of  a  valued  relationship.   Line  or  loan  renewals,  as  a  general  rule,  will  not  be 

considered  exceptions,  and  the  loan  information  sheet  and  supporting  material 
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■ust  be  coiaplete  and  accurate.   Delivering  the  material  to  the  Credit  Department 
prior  to  the  meeting,  allows  for  proper  review  and  preparation  of  such  material. 
It  may  be  necessary  for  the  Credit  Department  to  refuse  loans  for  presentation 
if  it  is  felt  that  they  do  not  comply  with  the  stipulations  above. 

9.   Officers  presenting  loans  or  lines  of  credit  to  the  Conaittee  must  have  a  Loan 
Information  sheet  form  No.  308  (Exhibit  B)  %d.th  all  spaces  filled  in  or  NA 
(Not  Applicable)  placed  in  spaces  without  the  information  called  for.   In 
case  of  emergencies  the  Coonittee  will  act  without  a  sheet,  provided  the  officer 
has  sufficient  information.  The  officer  must  prepare  a  sheet  and  send  it  to 
the  secretary  after  the  meeting;  otherwise,  no  minute  of  approval  will  be  re- 
corded, and  the  loan,  if  made,  will  be  regarded  as  unapproved.  All  officers 
presenting  loans  must  have  made  a  careful  and  thorough  investigation  of  the 
proposed  loan  and  be  familiar  with  all  the  facts  concerning  the  loan  and  the 
applicant  and  have  all  necessary  documentation  at  hand  when  making  the  presen- 
tation.  In  other  words,  do  all  your  homework  before  presenting  the  loan. 

10.  All  loans  being  presented  to  the  Loan  Coinnittee  must  be  recomnended  by  the  off- 
icer presenting  them.  With  prior  approval  of  the  Chairman,  certain  declined 
loans,  due  to  size,  applicant  or  policy,  may  be  disclosed  to  the  Conmittee.   The 
CoDialttee  members'  approval  of  loans  is  based  on  information  given  in  the  pre- 
sentation, and  for  this  reason  the  officer  presenting  the  loan  is  responsible 
for  the  adequacy  of  the  information  both  as  to  quality  and  quantity.   The  pre- 
sentation should  bring  out  all  the  facts  both  good  and  bad,  and  under  no  cir- 
cumstances should  any  unfavorable  infonnatlon  be  withheld  in  an  effort  to  sell 
the  Committee  on  a  loan. 

11.  The  presentation  of  loans  should  follow  a  uniform  pattern,  and  the  presenter 
should  not  be  interrupted  while  he  makes  the  presentation  as  follows: 

a)  The  presenter  should  read  the  information  sheet. 

b)  The  statement  is  presented  by  first  giving  the  current  assets, 
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current  liabilities  and  net  worth,  followed  by  the  reading  of  the 
detailed  figures  on  the  statement.   Aay  material  changes  in  the 
comparative  financial  statements  should  be  disclosed  to  the 
Connittee. 

c)  Profit  and  loss  figures  are  given,  also  a  statement  as  to 
how  they  compare  with  prior  years. 

d)  On  a  loan  to  a  closely  held  corporation  (one  where  o%mership  is 
limited  to  a  very  staal     number  of  stockholders)    will  be  as- 
eumed  that    E:he  lo4n  presented  wLl  be  either  endorsed  or  guar- 
anteed by  the  ptinclpdl    (See  fo\ta   69   Exhlbl  G).   If  such 
i^  not  the  caii^  this  must  be  specifically  pointed  out  by  the 
presenter  of  the  loan  at  the  tlote  of  presentation, 

e)  The  presenter  may  then  make  any  other  comments  he  feels  perti- 
nent to  the  loan.   At  this  point  any  officer  may  ask  the  pre- 
senter a  question  or  make  any  comnent  or  suggestion  about  the 
loan  that  would  be  helpful.   After  a  free  discussion,  the 
Chairman  will  ask  for  a  vote. 

12.  (a)  At  the  close  of  each  presentation  of  a  loan,  the  Chairman  will  ask  for 

any  dissenting  votes;  and  if  none  is  recorded,  the  loan  stands  approved. 
If  there  is  a  dissenting  vote,  and  the  Chairman  feels  the  loan  should  be 
considered  further,  the  guidelines  of  the  various  committees  should  be 
followed.   (See  pages  3  &  4). 

(b)  The  Chairman  may  also  defer  the  approval  of  a  loan  if,  in  his 
opinion,  the  loan  in  question  does  not  meet  all  policy  stand- 
ards.  He  shall  report  to  the  next  meeting  as  to  the  final 
decision  on  the  policy  question. 

13.  No  loans  will  be  recorded  by  the  Committee  secretary  in  the  official  minutes  of 
the  Comnittee  unless  file  information  is  adequate  and  a  completed  loan  informa- 
tion sheet  is  submitted.   Manager  of  the  Credit  Department  must  approve  the  ade- 
quacy of  the  file  information. 

14.  Officers  making  loans  are  responsible  for  them  both  from  the  viewpoint  of  being 
either  approved  by  the  Loan  Committee  or  properly  secured  and  conforming  with 
all  regulations  from  the  time  they  are  made  until  they  are  paid.   If  a  loan  is 
not  paid  within  the  tin»  for  which  it  was  approved,  the  Officer  responsible 
must  have  it  approved. 

15.  The  Finance  Comnittee  meets  each  month  on  the  second  Thursday  (following  the 
Directors'  Meeting)  and  reviews  the  actions  of  the  Senior  Loan  Comnittee  by 
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going  over  the  minutes  o£  the  various  Committee  meetings.  The  Finance 
Committee  will  have  available  to  them  the  weekly  loan  sheets  and  past-due 
reports.  The  credit  files  of  customers  whose  loans  or  lines  are  under 
review  will  also  be  available  for  the  Finance  Committee  to  inspect,  and  the 
Chairman,  Division  Credit  Policy  Head  and  the  Secretary  of  the  Senior  Loan 
Committee  will  be  present  to  answer  any  questions  or  furnish  any  information 
that  may  be  requested. 

GENERAL  LOAN  POLICY  STATEMENT 

I.  Consideration  for  loan  applications  from  nondeposit  customers  should  be  in 
light  of  the  prospects  of  obtaining  an  account  with  the  amount  of  balances 
expected  to  be  carried,  also  whether  the  account  will  be  permanent  and 
profitable.  We  make  a  number  of  installment  loans  at  discount  rates  for 
nondeposit  customers;  however,  these  borrowers  are  good  prospects  for 
deposit  accounts  and  other  services  of  the  bank  and  should  be  solicited. 

II.  Our  first  obligation  is  to  our  depositors  to  keep  their  funds  safe  and  to 
make  only  good,  sound  loans. 

III.  Our  next  obligation  is  to  our  stockholders  who  charge  us  with  the  responsi- 
bility of  making  not  only  sound  loans  but  profitable  ones  as  well. 

IV.  The  interest  rate  that  may  be  charged  or  the  balance  in  an  account,  while 
both  are  desirable,  should  not  influence  us  to  make  unsound  loans. 

V.  While  the  above  statements  are  a  part  of  the  foundation  of  our  loan  policy, 
there  are  also  other  important  factors  from  the  Bank's  point  of  view  to 
consider,  such  as: 
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(a)  Ratio  of  loans  to  deposits  and  to  capital  accounts; 

(b)  Diversification  of  loans  by  type:  personal,  connerclal. 
Industrial,  real  estate,  etc.; 

(c)  Further  diversification  within  each  type  or  class; 

(d)  Diversification  as  to  maturities; 

(e)  Earnings  from  loans  and  cost  of  making  and  servicing. 

There  are  a  number  of  types  of  loans  that  may  be  good  from  a  credit  viewpoint 
but  may  or  may  not  fit  Into  the  Bank's  lending  policy  at  a  given  time.   Pre- 
ference should  be  given  present  customers.   Since  most  of  our  deposits  are 
payable  on  demand,  long-term  loans  should  be  considered  only  lAen  the  customer 
relation  would  make  It  worthwhile.   It  Is  not  our  normal  policy  to  make  In- 
ventory loans  except  when  such  Inventory  Is  stored  under  Independent  warehouse 
arrangements.   There  are  some  exceptions  approved  from  time  to  time,  such  as 
floor  planning  certain  products,  the  sale  of  which  will  be  a  source  of  retail 
paper  carrying  dlscoxmt  Interest  rates  for  our  Installment  Loan  Department. 
There  are  other  types  of  loans  for  which  our  policy  will  change  with  the  supply 
and  demand  of  available  money.  You  will  be  notified  of  policy  changes  as  condltloni 
change.   Some  of  these  types,  we  handle  all  along  In  light  of  loan  relationships, 
balances  maintained,  fees.  Interest  rates,  sources  of  other  business,  etc.   Line 
increases  and  new  relationships  will  be  considered  In  light  of  money  conditions 
at  the  time. 

VI.   Generally  our  trade  area  for  personal  loans  is  limited  to  the  metropolitan 

area  of  Atlanta,  which  is  defined  as  a  50-mlle  radius  of  the  bank.   Coonercial 
loans,  those  to  our  national  account  customers  and  those  loans  sent  to  us  by 
correspondent  banks,  may  extend  to  a  wider  area. 
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VII.  It  is  our  policy  to  nftke  loans  direct  with  the  borroirar,  to  discount  notes 
for  our  custoaers,  with  full  recourse,  but  not  to  purchase  notes  from 
others  even  though  the  makers  oMiy  be  our  customers.  There  are  some  ex- 
ceptions to  this  rule  that  will  permit  the  purchase  of  paper  without  re- 
course, but  such  exceptions  are  to  be  approved  by  the  Loan  Committee. 

VIII.  Loans  made  to  a  given  customer  at  more  than  one  office  create  a  duplication 
of  efforts  and  in  some  cases  lead  to  trouble  and  eventual  charge-off s. 
HereafEer,  all  loam  t:o  one  euitotaer  will  be  concentrated  at  thg  office  at 
which  his  principal  bufllneaa  la  Uangacted,   If  an  existing  customer  of  one 
office  requests  extension  of  credit  at  another  office  the  lending  officer  will 
check  iimoediately  with  the  officer  frfiere  the  customer  transacts  his  principal 
business,  and,  if  the  manager  concurs,  the  loan  will  be  made  and  forwarded 
to  the  office  where  the  main  relationship  exists. 

This  does  not  apply  to  discounts  where  reliance  is  placed  solely  on  the 
end2ri£X. 

DC.  Maturities  should  be  placed  on  single-payment  notes  conmensurate  with 
agreed-upon  terms  of  repayment,  preferably  a  maximum  of  90  days.  Longer 
maturities  should  be  used  only  with  well-secured  notes  or  unsecured  notes  of 
well-rated  borrowers,  with  a  clearly  understood  repayment  agreement.  Without 
prior  Coqtittee  approval  no  loans  ulll  be  handled  on   a  demand  baaU  utile sa 
MOperlv  *t cured.  Demand  maturities  should  be  used  only  with  well-secured 
notes  or  notes  that  the  demand  feature  adds  to  the  ease  of  handling.   In 
the  latter  case  there  must  be  a  plan  of  follow-up  so  that  the  loan  comes  to 
the  attention  of  the  handling  officer  at  frequent  intervals. 
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A  list  of  customers  who  are  delinquent  in  paying  their  demand  interest  will 
be  circulated  among  the  officers  each  month;  for  it  is  the  responsibility 
of  the  handling  officer  to  collect  delinquent  interest  on  his  demand  notes. 

X.   Alteration  of  a  note  may  affect  its  negotiability.   Consequently  alterations 
should  be  avoided.   If  a  change  is  made  on  a  note  before  it  is  handled  and 
accepted  by  the  bank,  all  parties  to  the  instrument  (including  endorsers  or 
guarantors)  must  initial  each  change.  Of  course,  after  a  note  is  accepted 
by  the  bank  no  change  or  alteration  may  be  made  on  the  instrument.  The  sane 
rule  applies  to  any  supporting  documents  in  connection  with  the  transaction. 

XI.   Basic  credit  factors  to  be  considered  in  making  personal  loans: 

(a)  Character  of  the  applicant. 

1.  Past  paying  record  with  us  and  others; 

2.  General  reputation  and  habits; 

3.  Is  the  purpose  of  the  loan  a  legitimate  one? 

(b)  Vocational  characteristics. 

1.  Industry  and  employer; 

2.  Key  employee  or  propsect  to  become  key  employee  of 
good  customer  or  prospect; 

3.  Ability  to  do  quality  and  quantity  of  work  required; 

4.  Stability  of  employment. 

(c)  Financial  characteristics. 

1.  Assets; 

2.  Liabilities; 

3.  Adequate  income. 
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(d)  Personal  Characteristics. 

1.  Number  of  dependents; 

2.  Stability  of  residence. 

(e)  Loan  characteristics. 

1.  Collateral  and  the  stability  of  its  value  and  saleability; 

2.  Maturities. 

(f)  Source  of  funds  to  repay  the  loan. 

Sunnarislng  the  above,  we  should  be  satisfied  as  to  the  character  and 
stability  of  the  applicant,  the  purpose  for  t^ich  the  proposed  borrower  seeks 
the  loan,  and  the  earning  ability  to  care  for,  without  undue  hardship,  the 
applicant's  cost  of  living  and  existing  debts  plus  the  loan  being  considered, 
and  we  should  place  more  importance  on  the  ability  to  repay  than  the  current 
value  of  the  collateral.   (See  also  Information  Required  for  Personal  Loans  - 
Loan  Policy  Supplement  No.  1). 

Federal  Reserve  Regulation  B  makes  it  unlawful  to  discriminate  against  any 
applicant  for  credit  on  the  basis  of  race,  color,  religion,  national  origin, 
sex,  marital  status  or  age  (provided  that  the  applicant  has  the  capacity  to 
enter  into  a  binding  contract).  It  is  the  policy  of  the  bank  to  adhere  to 
all  consumer  regulations  such  as  Regulation  B,  Regulation  Z,  Fair  Credit 
Reporting,  etc. 

Xll.  Credit  factors  to  be  considered  in  evaluating  a  comnercial  loan  application: 

(a)  Character  of  management; 

(b)  Evaluation  of  the  need  for  and  future  prospects  of  the  type  industry 
in  our  economy. 
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(c)  How  does  the  particular  business  rank  within  the  Industry  as  to  size, 
sales,  quality,  profits,  capital,  growth  trends,  future  possibllltes, 
and  general  reputation; 

(d)  Previous  performance  records  indicating  a  successful  and  profitable 
operation  of  the  business; 

(e)  Ability  of  management  to  operate  an  efficient  business; 

(f)  Age,  habits,  and  general  health  of  management,  as  well  as  future 
succession; 

(g)  Capital  invested  and  its  sufficiency  to  meet  the  requirements  for 
fixed  assets,  as  well  as  working  funds; 

(h)  Is  the  purpose  of  the  loan  sound  and  practical? 

(1)  When  and  from  what  source  will  it  be  repaid?   (With  emphasis  on 
adequacy  of  cash  flow,  if  required). 

(j)  Collateral  characteristics. 

1.  Stability  and  durability; 

2.  Marketability  and  possibility  of  fluctuations  in  value; 

3.  Value  under  forced  sale. 

XIII.   Policy  on  Director's  and  Related-Interest  Loans: 

The  bank  will  make  loans  to  its  Directors  and  their  related  interests  on  the 
same  interest  rate,  terms  and  credit  criteria  that  it  would  for  other  good 
customers  of  the  bank.   The  primary  limiting  criteria  should  be  credit 
quality,  adequacy  of  collateral  and  a  plan  for  repayment. 

XIV.   All  of  the  credit  factors  mentioned  above  must  be  considered  in  light  of 

facts  and  information  obtained  from  reliable  sources.  The  Information  must 
be  properly  recorded  and  filed  in  the  applicant's  credit  file  to  support 
our  loans  and  for  use  in  future  loan  applications.  The  more  factual  infor- 
mation we  have  concerning  a  customer,  the  better  we  can  serve  him.  The 
quality  of  information  contained  in  the  credit  files  is  much  more  desirable 
than  the  quantity.  The  greater  part  of  our  loan  losses  in  the  past  were  the 
result  of  approving  loans  without  all  the  information  needed  to  properly  do 
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SO  or  failing  to  use  the  infomation  which  we  already  had  or  was  available 
to  us.  Customer  mismanagement  of  business,  either  through  incompetence, 

ignorance  or  neglect,  is  a  much  greater  credit  hazard  and  cause  of  loss 
than  dishonesty  of  the  customer.  The  quality  of  our  loans  depends  on  the 
quality  of  our  credit  files  and  the  diligence  of  the  loan  officer.  Infor- 
mation obtained  may  soon  be  forgotten  unless  properly  recorded  in  credit 
files.  Proper  information  is  the  best  tool  a  lending  officer  can  use  in 
granting  credit. 

XV.  Instructions  and  procedures  to  be  followed  and  forms  to  be  used  in  handling 
loans  of  various  types  are  being  prepared  for  the  guidance  and  use  of  all 
lending  officers.  These  must  be  followed  in  order  that  our  loan  program 
will  be  uniform  in  all  offices  and  the  Bank's  loan  policy  strictly  adhered 
to. 

It  will  be  the  responsibility  of  each  holder  of  a  LOAN  MANUAL  to  see  that 
it  is  properly  maintained  and  kept  in  useful  condition  at  all  times. 

THE  LOAN  MANUAL  is  the  property  of  the  Bank,  and  should  a  holder  of  the 
Manual  leave  the  employment  of  this  Bank,  the  Manual  should  be  returned  to 
the  Credit  Department. 
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LOAN  POLICY 
Supplement  No.  1 


INFORMATION  REQUIRED  FOR  PERSONAL  LOANS 

The  foundation  of  extending  credit  Is  true  factual  Information  concerning 
the  borrower's  character,  debt-paying  habits,  ability  to  earn,  existing 
debt  and  assets.  It  has  been  our  policy  to  require  a  statement  on  all  loans 
of  $1,000  and  over;  and  In  a  number  of  cases,  our  files  contained  a  state- 
ment without  other  Information.  Most  of  our  personal  loans  of  $100  and  up 
that  are  open  or  secured  by  depreciable  assets  are  based  upon  the  borrower's 
ability  to  earn  rather  than  his  financial  statement.  In  view  of  this,  we 
should  put  more  stress  upon  knowing  about  the  stability  of  his  earnings  and 
Job,  his  paying  habits,  what  he  already  owes,  and  how  these  debts  are  payable, 
rather  than  a  balance  sheet. 

In  the  future,  all  personal  loans  that  are  not  secured  by  stable  collateral, 
such  as  good  marketable  securities  or  cash  value  of  life  Insurance,  must  be 
supported  by  a  file  containing  current  factual  Information  verifying  and 
considering  employment,  earnings,  debts  and  paying  record.  On  loans  over 
$5,000,  we  must  have  a  current  financial  statement  or  a  waiver  properly 
approved,  as  well  as  the  Information  mentioned  above.  Our  Form  456 
(Exhibit  C)  was  designed  for  the  Installment  Loan  Department  but  may  be  used 
for  time  loans  also.  This  form,  together  with  a  credit  service  report,  will 
actually  be  better  for  borrowers  with  modest  means  than  a  financial  statement. 

We  have  some  loans  which  are  now  less  than  $5,000  that  were  for  larger 
amounts  when  made  and  were  supported  by  financial  statements  which  are  now 
out  of  date.   Such  loans  files  may  be  kept  current  by  getting  a  current  credit 
service  report;  or  If  the  officer  handling  Is  familiar  with  the  borrower's 
situation,  he  may  update  the  file  with  a  green  sheet  memo  concerning  the 
borrower's  present  situation.   Renewing  existing  loans  without  the  current 
facts  can  result  In  a  loss  the  same  as  making  a  new  loan  on  stale  file  In- 
formation. Many  of  our  loan  losses  are  caused  by  officers  acting  upon  past 
experience  of  the  borrower  with  us  rather  than  his  present  situation.  Let 
all  of  your  lending  decisions  and  actions  be  made  on  the  basis  of  all  the 
facts  concerning  the  borrower's  current  situation.   Too  little  Information 
can  be  as  hazardous  as  that  which  Is  too  old.   Loans,  the  repayment  of  which 
Is  predicated  on  borrower's  Income,  should  be  on  a  monthly  repayment  basis. 
First,  It  makes  a  better  loan;  second,  %re  make  more  money. 
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LOAN  POLICY 
Supplement  No.  2 


EMPLOYEE  LOANS 


The  follovlng  procedures  will  be  used  In  handling  employee  loans: 

1.   (a)  Loan  applications  of  branch  office  personnel  will  be  handled 

by  the  Branch  Manager  who  will  have  authority  to  approve  or 

disapprove  loan  requests  up  to  $5,000. 

(b)  Requests  for  credit  reports  needed  on  branch  office  personnel 
will  be  handled  through  Compensation  Section  of  the  Personnel 
Department.  The  branch  officer  handling  the  employee  loan 
application  will  call  in  necessary  credit  information  to 
Compensation  Section  of  Personnel  Department.  They  will  review 
the  personnel  folder  of  the  applicant  to  determine  if  any 
recent  credit  information  is  available.   If  not,  they  will  run 
a  credit  check  and,  in  either  case,  will  phone  the  information 
to  the  branch  officer  handling  the  application. 

(c)  If  the  Branch  Manager  approves  the  employee  loan,  the  note  and 
other  collateral  documents  will  be  executed  at  the  branch.   The 
branch  office  should  use  a  debit  to  its  Main  Office  account  for 
the  purpose  of  disbursing  the  loan  proceeds  to  the  employee. 

A  copy  of  the  debit,  together  with  the  note  form  and  all  other 
documents,  should  be  forwarded  promptly  to  the  Main  Office 
Installment  Loan  Department  for  servicing.  This  procedure  will 
be  followed  for  both  L  &  D  loans  and  installment  loans. 

(d)  If  loan  cannot  be  granted,  the  Branch  Manager  will  counsel  with 
the  employee  and  explain  reasons  why  loan  cannot  be  granted, 
and  he  will  follow  up  to  see  that  a  constructive  program  is 
being  carried  out  by  the  employee. 
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2.  (a)  Loan  applications  at  Main  Office  will  be  handled  directly 

with  the  Main  Office  Branch. 

(b)  If  loan  application  cannot  be  approved  by  Main  Office  Branch 
based  on  usual  credit  criteria,  the  file  should  be  referred 
to  the  employee's  Division  Head  at  Main  Office  or  such 
person  as  may  be  designated  by  the  Division  Head. 

(c)  It  will  then  be  the  Division  Head's  responsibility  to  counsel 
with  the  employee,  recommending  approval  or  disapproval  of 
the  loan,  and  he  should  follow  up  to  see  that  the  employee 

is  carrying  out  a  constructive  program. 

3.  Loan  applications  of  Management  Trainees  will  be  handled  by  the 
Head  of  the  Management  Training  Program. 

4.  Branch  employee  loans  $5,000  or  greater,  but  not  exceeding  $7,500 
can  be  approved  by  the  Area  Supervisor.   Loans  $7,500  or  greater 
must  be  approved  by  the  Division  Head.  On  all  other  employee 

loans  in  the  Banking  Group  in  excess  of  $5,000,  Division  Head  approve 
is  required. 

On  all  Non-Banking  Group  employee  loans,  the  loan  application  must 
first  be  initialed  by  the  employee's  Division  Head.   This  is  not 
contemplated  as  credit  approved,  but  indicates  the  Division  Head 
has  knowledge  of  the  employee's  application. 

5.  It  is  the  responsibility  of  the  officer  approving  any  employee  loan 
to  notify  Compensation  Section  of  the  Personnel  Department  of  the 
amount  and  terms  of  the  loan.   This  information  is  to  be  placed  in 
the  employee's  personnel  file. 

6.  (a)   If  after  consulting  with  the  employee  the  Branch  Manager, 

Area  Supervisor,  or  Division  Head  is  unable  to  grant  the 
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loan  because  of  the  involved  financial  condition  of  the 
employee,  then  such  information  should  be  sent  to  the 
Personnel  Department  and  marked  "Confidential",  and  placed 
in  the  employee's  personnel  file, 
(b)  It  should  be  emphasized  that  we  want  to  make  it  easy  for 
employees  to  arrange  their  financing  with  the  bank  so 
long  as  the  request  is  reasonable,  is  for  a  worthwhile 
purpose,  and  the  loan  will  not  create  a  financial  burden 
to  the  employee  because  of  a  heavy  debt  load.   Also,  the 
officer  handling  the  employee's  loan  application  should 
determine  if  the  loan  request  fits  into  the  bank's  lending 
policy  and  should  satisfy  himself  of  the  borrower's  ability 
to  repay  the  loan. 

Loans  to  officers  will  be  handled  in  the  following  manner: 

(a)  Loans  to  officers  in  the  Banking  Group  should  be  approved 
by  their  Division  Head  up  to  $7,500. 

(b)  Officers  in  other  Groups  may  have  their  loans  up  to  $7,500 
approved  by  one  of  the  following  on  the  recommendation  of 
their  Division  Head: 

Jack  Burton 
J.L.  Phillips 
H.L.  Megar 
Frank  Burke 
Frances  Sanmons 

(c)  Loans  over  $7,500  must  be  approved  by  two  (2)  of  the  above 
committee  members  and  any  loan  over  $100,000  must  be  ap- 
proved by  the  Senior  Loan  Committee. 

(d)  Borrowings  for  Executive  Officers  of  the  bank  are  limited 

to  $5,000  for  general  purposes,  $10,000  for  educational 

loans,  and  $30,000  for  mortgage  loans. 

Refer  to  Supplement  3  -  Guidelines  for  Officers  and  Employees  Loans. 
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tOAH  VOLU 


GUIDELINES  FOR  OFFICER  AMD  EMPLOYEE  LOAMS 


When  asking  loans  to  Officers  and  raploystts,  the  following 
guidelines  should  be  followed  es  closely  es  possible. 

Unsecured  time  losng  ^  should  not  exceed  twelve  months,  end 
should  be  carried  on  •  90  day  basis  with  periodic  re- 
ductions urileii  there  is  a  well-defined  reason,  such 
a«  pending  the  salft  of  a  specific  asset.  Interest  rate 
should  be  8%  or  prime,  i^ichever  is  less. 

Secured  time  or  demand  loena  -  collateral  should  be  good, 

jiolld,  liquid  collateral,  properly  margined.  On  those 
loans  secured  by  collateral  other  than  *'priaie*'  as  re- 
ferred to  above,  periodic  reductions  should  be  required 
over  a  reasonable  period  of  tioie.  Interest  rate  should  be 
8%  or  prime,  whichever  is  less. 

Unsecured  Installanent  loans  -  should  not  exceed  36  months, 
providing  other  debt  is  not  too  heavy  and  new  loan  can 
be  easily  handled.  A  good  rule  of  thumb  is  no  more  than 
one  month's  salary  to  be  carried  over  a  twelve  month 
period.   Interest  rate  should  be  4%  A.O. 

Secured  Installanent  loans  -  the  same  guidelines  should  be  used 
as  we  now  do  for  good  customers.  Interest  rate  should  be 
4%  A.O. 

Unsecured  Demand  loans  to  officers,  employees,  and  custooiers  - 
againnt  bank  policy. 

Automobile  losna  -»  no  automobile  loan  should  be  made  on  a  90  day 

bssift,  tiniest  there  is  some  unusual  situation,  such  as  pending 
the  tale  of   the  present  automobile,  or  other  instances  where 
within  90  days,  added  cash  is  coming  in  for  downpsyment. 

Second  Ho rt gage  loans  -  will  be  handled  through  BMA  Investment 
CoDvany  and  epproved  in  the  same  manner  as  other  Officer, 
ei^loyee  loans  as  set  forth  in  this  memo.  Terms  are 
usually  between  5  and  10  years  with  a  maximum  of  $20,000.00 
with  approval  by  the  Senior  Officers  Loan  Committee  re- 
quired beyond  a  10  year  period.   Interest  rste  should  be 
6  A.O.  plus  out-of-pocket  expenses  incurred. 

Except  by  prior  spprovsl  of  the  Senior  Officers  Loan  Conmittee, 
there  will  be  no  secured  or  unsecured  loans  with  a  balloon  payment. 
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In  the  past  and  by  mnwrous  mutOB,   the  guid«lln«8  have  been 
•■Ubll8h«d  for  various  typos  of  loans.  Tliara  vlll  ba  occasions 
in  which  daviations  can  ba  aada  from  tha  abova  guidalinas  and  if 
•n  occasion  warrants  such  a  daviation,  than  it  is  tha  rasponsibility 
of  tha  Division  Haad  to  authorisa  and  approva  tha  loan. 
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Loan  Policy 
Supplement  No.  4 


GUIDE  LINES  FOR  GRANTING  UNSECURED  CREDIT 
TO  INDIVIDUALS  OR   SMALL  BUSINESSES 

Following  is  a  list  of  guide  lines  for  granting  unsecured  credit 
to  individuals  or  small  businesses. 

Any  list  of  rules  relating  to  extension  of  credit  cannot  be  all- 
inclusive  and  cannot  possibly  cover  all  of  the  exceptions  that 
may  arise  from  time  to  time  in  our  relationships  with  the  bank' s 
customers.  That  is  why  this  list  is  called  "guide  lines"  and  not 
"rules".  However,  if  the  loan  officer  deviates  too  often  from 
these  general  principles  and  without  good  and  sound  reasons, 
then  his  exposure  to  loan  losses  will  be  much  greater  than  it 
should  be. 

It  has  been  said  that  a  banker  can  learn  the  rules  of  lending  in 
his  first  year  of  experience  and  good  ones  will  spend  the  rest  of 
their  lives  learning  when  and  under  what  conditions  exceptions 
should  be  made. 

Please  read  these  guide  lines  carefully  and  if  you  have  any  ques- 
tions about  any  items  contained  therein,  please  discuss  it  with 
your  division  head. 
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Guide  Lines  for  Granting  Unaecmred  Credit 
to  Individuals  or  Small  Businesses 

1.  Maintain  a  file  of  current  credit  information  about  borrower, 
including  credit  investigations  and  financial  statements.  Do 
not  rely  solely  on  personal  Icnowledge  of  borrower. 

2.  Analyze  statements  and  do  not  hesitate  to  request  verification 
of  asset  values,  ownership  of  assets,  income  and  other  indebt- 
ediess  shown,  if  circumstances  require  this. 

3.  Do  not  extend  unsecured  credit  to  those  who  are  actively 
borrowing  from  other  banks  unless  you  are  willing  to  lend 
enough  to  pay  off  the  other  lenders. 

4.  Do  not  extend  unsecured  credit  without  having  the  primary 
deposit  accounts  of  the  borrower. 

5.  Have  a  clear  understanding  with  the  borrotrer  about  the  purpose 
of  the  loan  and  the  source  of  funds  from  which  the  loan  will  be 
repaid.  Completing  our  revised  Form  No  234  will  assist  in 
determining  the  above  information.   (See  Exhibit  A) 

6.  Establish  a  realistic  repayment  program  which  is  governed  by 
the  source  of  repayment  funds. 

7.  unsecured  loans  on  L&D  basis  should  be  cleaned  up  at  least  once 
in  each  12-month  period.   If  a  longer  period  of  time  is  needed, 
then  collateral  is  needed  for  the  protection  of  the  bank.  Pay 
out  period  should  be  a  minimum  of  30  days  each  year. 

8.  L&D  notes  should  not  be  placed  on  demand  basis  when  unsecured, 
because  as  such  it  is  difficult  to  enforce  an  amortization 
program. 

9.  L&D  notes  should  not  have  a  maturity  of  longer  than  90  days 
even  if  the  agreement  is  to  renew  at  maturity.  Generally,  a 
reduction  should  be  required  at  each  renewal. 

10.  unsecured  loans  to  individuals  being  repaid  out  of  income  should 
be  made  on  installment  basis  and  the  final  maturity  should  not 
exceed  24  months.  Make  sure  that  total  installment  obligations 
do  not  exceed  borrotrer's  ability  to  pay.   Normally,  a  good 
standard  rule  of  thumb  is  lend  no  more  than  one  month's  income 
amortized  over  a  12  months'  period  to  an  individual. 

(a)  6%   add  on  %#ill  produce  a  higher  yield  to  bank  than 
8%  simple. 

(b)  even  at  a  reduced  rate  on  the  installment  note,  it 
costs  less  for  the  bank  to  collect  pre>determined 
monthly  payments  than  to  renegotiate  the  loan  each 
90  days  as  it  is  rene%ied. 
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11.  All  vinsecured  credit  should  be  backed  up  by  either: 

(a)  a  good  track  record  of  consistent  earnings  (more 
than  just  the  current  year) ;  or 

(b)  good  unencumbered  assets  in  the  statement  Which  may 
be  sold  or  mortgaged  to  provide  the  cash  to  repay 
debts.   If  one  of  these  two  ingredients  are  not  pre- 
sent, do  not  consider  the  loan  on  an  vinsecured  basis. 

12.  In  cases  of  unsecured  credits  to  individuals,  the  stability 
of  the  borrower  is  a  prime  factor.  A  good  track  record 
includes  the  manner  in  which  previous  obligations  have  been 
handled  and  an  individual  who  does  not  normally  change  his 
place  of  enployment  or  residence  frequently.   It  is  also 
in9>ortant  that  borrower  has  record  of  prompt  payment  of 
obligations  with  installments  of  like  or  higher  amounts. 

13.  Do  not  lend  unsecured  money  to  speculators  whose  principal 
assets  are  mortgaged  to  someone  else.  This  includes  real 
estate  promoters,  builders  and  developers  and  those  who 
play  the  stock  market  on  borrowed  money. 

14.  Learn  to  recognize  a  deteriorating  situation  and  promptly 
take  action  to  collect  the  debt  or  obtain  collateral.   One 
sign  of  deterioration  is  the  failure  of  the  borrower  to 
meet  amortization  or  liquidation  comnitments. 

15.  Do  not  postpone  a  serious  problem  by  lending  on  installment 
basis  to  pay  off  L&D  or  lending  on  L&D  to  make  installment 
payments. 

16.  All  unsecured  credit  of  each  borrower  should  be  in  the  same 
office  and  in  the  same  department  of  the  bank. 

17.  Generally,  unsecured  endorsed  loans  present  more  collection 
problems  than   single-name  paper.   Try  to  avoid  this  by  ob- 
taining information  on  the  maker  even  if  you  are  relying  on 
endorsement  to  protect.   This  will  acconplish  several  things: 

(a)  It  will  establish  a  file  on  the  maker  so  that  the 
bank  will  be  in  a  better  position  to  accomodate 

a  new  request  from  him  in  the  future. 

(b)  If  unfavorable  credit  information  is  developed  on  the 
maker,  then  you  will  be  in  a  position  to  so  advise 
endorser  before  he  becomes  obligated  on  the  debt. 

(c)  If  credit  information  on  maker  is  so  unfavorable  as 
to  be  obvious  that  a  collection  problem  will  be 
created,  then  you  may  refuse  to  make  loan  even 
though  the  endorser  may  make  it  good.   You  can 
always  make  loan  directly  to  endorser.   Do  not 
allow  bank  to  be  a  collection  agency  for  endorser. 
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18.  New  and  unproven  businesses  are   not  entitled  to  unsecured 
credit,  eltner  on  L&D  or  on  Installment  basis. 

19.  Unsecured  credit  should  not  be  used  as  Investment  capital 
unless  the  borrower  has  outside  Income  or  other^  good  assets 
from  Which  he  can  repay  loan. 

20.  If  collateral  Is  taken  to  protect  unsecured  loans,  maXe  sure 
that  It  Is  properly  assigned  and  documented,  that  a  reasonable 
estimate  of  value  has  been  obtained  from  a  reliable  source 
other  than  the  borrower,  and  that  a  plan  Is  established  to 
liquidate  within  a  reasonable  period  of  time. 

21.  Generally,  unsecured  short-term  loans  should  not  exceed  2596 
of  the  borrower ' s  tangible  net  worth  and.  In  the  case  of  an 
operating  business,  an  unsecured  loan  should  not  exceed  the 
amount  of  Its  working  capital.  This  will  vary  depending  upon 
how  much  the  total  debt  to  worth  ratio  Is  and  the  amount  and 
trend  of  current  Income. 

22.  Do  not  be  flattered  by  the  fact  that  the  borrower  traveled 
clear  across  town  to  come  and  borrow  money  from  you.  This 
Is  frequently  a  sign  that  he  Is  unable  to  borrow  elsewhere. 

23.  Do  not  be  pressured  Into  hasty  credit  decisions  on  any 
transaction.   There  are  many  sources  to  obtain  help  and 
advice.  If  you  ask  for  It. 

24.  Loans  are  sometimes  made  at  branch  offices  to  builders  and 
contractors  who  are  dealing  with  our  Mortgage  Loan  Department. 
This  divides  control  of  the  banking  activity  of  these  cus- 
tomers, and  does  not  give  us  adequate  supervision  of  their 
borrowing  activity.  Further,  it  is  the  policy  of  this  bank 
to  concentrate  the  borrowing  activity  of  a  customer  to  one 
loan  office. 

Future  loan  requests  at  branches  by  our  builders  and  contrac- 
tors should  be  coordinated  with  the  Mortgage  Loan  Department 
to  assure  that  their  loan  activity  is  properly  supervised  as 
to  total  liability  and  collateral. 
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Loan  Policy 
Supplenent  5 


It  Is  against  bank  policy  to  transfer  loans  from  one  Profit 
Center  to  another  unless  the  following  criteria  Is  met: 

Regarding  Branch  transfers.  In  order  to  properly  effect  a 
transfer  from  any  Profit  Center  to  a  branch,  the  Branch  Manager 
accepting  the  transfer  Is  required  to  write  a  memo  to  file,  stating 
his  reasons  for  the  transfer.  If  approved,  the  Head  of  the  Branch 
Division  will  Indicate  such  by  Initialing  the  request  and  returning 
a  copy  to  the  branch.  The  original  will  be  sent  to  the  Credit  De- 
partment. In  addition,  a  "Request  to  Change  Profit  Center  and/or 
Officer  Number  for  Account  Analysis*'  form  (non- numbered)  will  be 
completed,  signed  as  Indicated,  and  initialed  by  the  Head  of  the 
Branch  Division.  This  form  will  then  be  sent  to  Loan  Operations 
and  a  copy  sent  to  the  Credit  Department  Operations  Coordinator. 

For  transfers  other  than  to  a  branch,  the  Profit  Center  Manager 
accepting  the  transfer  is  required  to  write  a  memo  to  file,  the  ori- 
ginal being  forwarded  to  the  Credit  Department,  stating  the  reasons 
for  the  transfer.   In  addition,  a  "Request  to  Change  Profit  Center 
and/or  Officer  Number  for  Account  Analysis"  form  will  be  completed, 
signed  by  both  Profit  Center  Managers  Involved,  and. forwarded  to 
Loan  Operations,  with  a  copy  to  the  Credit  Department  Operations 
Coordinator. 
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Loan  Policy 
Supplement  No.  6 


Loan  Rating  Guidelines 

In  an  effort  to  effectively  evaluate  the  overall  loan  portfolio 
of  the  bank  on  a  continuing  basis,  all  loans,  lines  of  credit,  con- 
centrations of  credit,  and/or  comnitments  which  exceed  $100,000  in 
aggregate  (direct  and  indirect)  are  to  be  rated  in  accordance  with 
the  guidelines  outlined  below. 

The  appropriate  Loan  Rating  Sheet  (Exhibit  D  or  Exhibit  E)  is 
to  be  completed  in  its  entirety,  and  the  original  sent  to  the  Manager 
of  the  Credit  Department.  For  future  reference  and  subsequent  updates, 
it  would  be  advantageous  for  each  profit  center  to  retain  a  duplicate 
in  their  files. 

It  is  not  necessary  to  complete  a  new  rating  sheet  each  time  a 
loan  is  presented  to  the  Loan  Coamittee,  unless  these  has  been  a 
change  in  rating  or  the  borrower  is  a  new  customer.   In  addition, 
whenever  a  loan  situation  changes  which  would  change  its  current 
rating,  complete  a  new  rating  sheet  at  that  time  and  forward  it  to 
the  Manager  of  the  Credit  Department. 

Guidelines  for  Loan  Ratings 
(Other  Than  Dealer  Section) 

Rating  1. 

Subject  to  a  loan  being  classified  in  this  section,  the  following 
two  criteria  must  be  met:   1)   If  the  loan  is  unsecured,  the  miniimmi 
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net  worth  requirement  is  $1,500,000,  2)  the  loan  must  be  made  to  a 
long-established,  well  known  business  entity,  engaged  primarily  in 
production  and/or  sales  of  goods  and  services,  as  opposed  to  invest- 
ment and/or  brokerage.  The  borrower  should  have  a  history  of  profitable 
earnings,  favorable  ratio  trends,  top  successive  management  prevalent, 
or  be  a  well-established,  highly  regarded  firm  with  a  consistent  pay- 
out record  of  30-60  days  annually  (if  not  a  term  loan),  either  at  the 
Fulton  or  another  bank  of  account. 

Loans  fully  secured  by  cash  value  life  insurance,  CD.  *8,  connercial 
paper,  and/or  savings  can  be  classified  in  this  section.   In  addition, 
loans  secured  by  stocks  (B+  or  better),  properly  margined  (30%),  accounts 
receivable  properly  margined,  and  inventory  loans  if  periodically  eval- 
uated (inventory  should  be  readily  saleable)  can  also  be  classified  in 
this  section,  as  well  as  improved,  commercial  real  estate,  amortizing 
in  nature,  properly  appraised  and  documented. 

Loans  in  this  category  should  have  satisfactory  liquidity,  with- 
out adverse  or  downward  trends,  ratio  trends  reasonably  stable,  variable 
and/or  fluctuating  earnings  history,  and  loans  (other  than  term  loans) 
with  inconsistent  annual  payout  records.   Loans  to  business  which  are 
relatively  sound,  but  are  in  areas  affected  or  which  might  be  affected 
by  current  economic  conditions  should  be  classified  in  this  category, 
as  well  as  loans  which  are  occasionally  past  due  and  loans  to  fairly 
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new  Fulton  customers  for  which  we  do  not  yet  have  a  "feel"  for  future 
prospects. 

Loans  secured  by  stock  not  listed  on  a  national  exchange  but 
with  some  degree  of  marketability,  accounts  receivable  with  a  close 
margin  (accounts  could  be  showing  some  slowness).  Inventory  for  which 
some  market  resistance  to  saleablllty  exists,  and  Improved  real  estate 
and  notes  without  a  first  grade  commercial  tenant  should  be  classified 
in  this  section. 

Rating  ?, 

Loans  classified  In  this  section  would  show  unstable  and/or 
downward  trends  In  liquidity,  a  deterioration  In  ratio  trends,  a 
decline  In  earnings  performance  (Including  losses),  loans  frequently 
past  due,  and  little  or  no  margin  In  the  balance  sheet  and/or  income 
to  Justify  the  loan.  Loans  which  have  been  reworked,  with  repayment 
over  an  extended  period  of  time,  loans  on  which  Interest  rates  have  been 
reduced  to  a  below  market  rate,  and  loans  on  which  we  are  requiring 
monthly  and/or  quarterly  financial  Information  can  also  be  classified 
in  this  section.   In  addition,  loans  on  which  a  loss  situation  has  not 
been  definitely  established,  but  trends  and  current  status  Indicates 
the  possibility  of  a  loss  should  be  classified  In  this  category. 

Loans  secured  by  unimproved  real  estate,  or  Improved  real  estate 
not  producing  a  positive  cash  flow,  but  In  normal  times,  the  property 
is  considered  sufficient  to  protect  our  loan,  should  be  classified  In 
this  section.  Any  evidence  of  collateral  deterioration  and/or  those 
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loans  secured  by  not  readily  marketable  collateral  (stock.  Inventory, 
etc.)  should  also  be  classified  In  this  section. 

Rating  4. 

This  rating  would  encompass  those  loans  classified  as  workouts, 
problem  loans  with  some  probable  loss,  loans  being  handled  by  attorneys, 
suits  and/or  bankruptcy  filed,  loans  that  have  been  called,  balance 
sheet  Insolvency,  collateral  Insufficient  to  protect  debt.  Inability 
to  offer  additional  collateral  and /or  D.P.C.  collateral  taken,  and/or 
debt  currently  In  default. 

Guidelines  For  Loan  Ratings 
(Dealer  Section) 

Rating  2. 

Subject  to  a  loan  being  classified  In  this  section,  the  following 
three  criteria  must  be  met:   1)  the  dealer  must  be  floorplanned  with 
a  full  repurchase  agreement  from  the  manufacturer;  2)  adjusted  working 
capital  ratio  must  be  at  least  2-1;  and  3)  retail  paper  aust  be  on 
a  full  recourse  basis.   In  addition,  the  ratio  of  retail  paper  purchased 
to  floorplan  outstanding  should  be  a  minimum  of  2.5  to  1,  reserve  account 
balances  as  a  percentage  of  retail  outstanding  should  be  37.  or  greater, 
and  average  delinquencies  should  not  exceed  A.B.A  comparable  statistics. 
Charge-off s  should  be  fully  covered  by  reserve  accounts.  The  dealer 
should  be  making  monthly  reductions  on  demonstrators  and  used  car 
Inventory  sufficient  to  cover  depreciation,  as  well  as  carrying  a  new 
car  inventory  not  to  exceed  approximately  45  days.   Floorplan  audits 
should  be  conducted  on  a  monthly  basis  with  a  history  of  no  unaccountable 
exceptions,  and  there  should  be  an  adequate  profitability  to  the  bank 
on  Che  over-all  dealer  relationship. 
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Rating  3. 

The  dealer  should  be  f loorplanned ,  with  limited  or  no  repurchase 
agreement  from  the  manufacturers.   Retail  paper  should  be  purchased 
on  a  limited  or  full  recourse  basis,  with  a  ratio  of  retail  paper 
purchased  to  floorplan  outstanding  of  less  than  2.5  to  1.  Working 
capital  would  be  at  a  minimum,  with  possibly  some  downward  trend 
reflected.  Reserve  accounts  would  be  Insufficient  to  cover  charge-off s, 
and/or  would  probably  be  less  than  3%  of  total  outstandings.  Delinquencies 
would  be  greater  than  A.B.A.  comparable  statistics,  audits  would  be  con- 
ducted more  frequently  than  monthly,  with  some  history  of  exceptions 
and  difficulty  In  location  of  the  Inventory,  and  the  probltabllity  of 
the  overall  relationship  would  be  marginal. 

Rating  4. 

This  rating  would  encompass  those  dealer  loans  with  limited  or 
no  recourse  on  retail  paper,  no  repurchase  agreement  from  the  manufacturer 
on  floorplan  units,  and  working  capital  Insufficient  to  meet  operational 
needs.   In  addition,  the  percentage  of  retail  purchased  to  floorplan 
outstanding  would  be  minimal.  Inadequate  or  no  reserve  balances  are 
maintained  In  support  of  the  retail  purchased,  charge-off s  are  excessive, 
delinquencies  are  high.  Audits  would  be  conducted  more  frequently  than 
monthly,  with  unusual  difficulties  In  correcting  exceptions,  as  well  as 
revealing  out-of-trust  situations.   Overall  profitability  Is  marginal, 
or  Indicates  a  loss  situation. 
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Loan  Policy 
Supplownt  7 


SPECIAL  EXCEPTION  LOANS 

Due  to  our  present  policy  concerning  loan  approvals,  relatively  saall, 
additional  loans  to  established  connercial  borrowers  or  principals  often  require 
formal  committee  approval.   In  order  to  expedite  the  handling  of  these  additional 
requests,  the  following  guidelines  will  serve  to  establish  the  means  by  which  ap- 
proval may  be  obtained  without  requiring  committee  approval. 

1.  Current  and  proper  approval  exists  for  all  present  debt 
including  lines  of  credit  whether  direct  or  indirect. 

2.  The  present  debt  must  be  rated  1  or  2  if  it  exceeds  $100,000. 

3.  The  new  debt  must  be  fully  secured  with  proper  collateral. 

4.  All  monthly  repayment  loans  should  have  terms  of  36  months 
or  less,  (42  for  auto). 

5.  All  short  term  loans  must  have  a  stated  plan  of  reduction  and 
cannot  exceed  12  months. 

6.  Any  new  loan  or  loans  in  combination  cannot  exceed: 

A.  More  than  107.  of  the  existing  approved  debt. 

B.  The  officers  individual  lending  authority. 

C.  $50,000. 

The  lending  officer  should  fully  complete  the  appropriate  loan  information 
sheet.   Form  2400  (Exhibit  F  )  will  be  used  for  all  Special  Exception  loans. 

If  committee  approval  Is  needed  later  for  other  credit  extensions  or  renewal 
of  existing  debt  or  lines,  all  Special  Exception  debt  should  be  included  in  total 
In  the  usual  space  provided  for  secured  outstanding  debt. 
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Loan  Policy 
Supplement  8 


NON -ACCRUAL  LOANS 


It  has  always  been  our  policy  not  to  renew  notes  without  payment  of 
interest  except  In  certain  extenuating  circumstances.  Generally,  these 
exceptions  have  been  where  the  bank  holds  highly  liquid,  readily  market- 
able collateral  in  excess  of  the  total  indebtedness,  including  interest. 

With  the  recent  recession  and  rapid  decline  in  real  estate  values, 
it  has  become  increasingly  important  to  adopt  a  formalized  policy  on  how  to 
handle  loans  predominantly  secured  by  real  estate  when  the  borrower  is  un- 
able to  pay  interest  as  it  matures.   We  have  followed  the  policy  of  fore- 
bearance  with  the  loan.  However,  when  there  was  no  remaining  equity,  we 
have  moved  to  foreclose  and  have  acquired  the  property. 

Our  present  policy  is  to  continue  to  forebear  as  outlined  above.  How- 
ever, we  should  discontinue  accrual  of  interest  in  real  estate  loans,  parti- 
cularly land,  land  development  and  residential  trorifitructlari  whenever  the 
loan-to-value  ratio  exceeds  7'>'C.   Dn  any  constructton  or  development  loan 
where  there  is  a  permanent  takeout  by  a  reepon  Ible  lender  ve  may  icctve. 
interest  when  principal  and  interest  do  not  exceed  the  amount  of  the  take- 
out. However,  whenever  in  the  judgment  of  the  lending  officer  a  loan  ap- 
pears to  be  unco  lectlble  headed  fot   foreclosure  or  bankruptcy,  we  should 
discontinue  accrual  of  interest  regardless  of  the  loan-to-value  ratio. 

In  addition,  we  have  in  various  Profit  Centers  loans  that  are  on  a  non- 
accrual  basis,  secured  by  real   tate  ot  made  to  people  who  are  engaged  in 
the  real  estate  business.   In  order  to  fac  itate  the  handling  of  these  work- 
out problems,  both  substandard  and  non-accrual,  these  loans  should  be  trans - 
fered  to  the  Real  Estate  Division.   The  Real  Estate  Division  will  set  up  all 
non-accruals  under  a  separate  control  and  will  be  responsible  for  appraisals, 
servicing  and  an  overall  evaluation  of  the  problem  and  the  collectibility  of 
the  debt. 

It  will  be  the  responsibility  of  each  Profit  Center  Manager  to  adhere 
to  these  guidelines  and  to  keep  the  Comptroller's  Department  nformed  on  any 
loans  chat  reach  non-accrual  status  as  well  as  those  loans  which  ^re  retRoved 
from  non-accrua  status.   In  following  this  policy,  any  monies  received  from 
the  borrower  whether  or  not  appl  ed  to  principal  or  interest  on  the  customer's 
note,  will  give  us  the  right  to  accrue  interest  or  catch  ip  nun -in. trued  inter- 
est to  the  extent  of  such  funds  received  even  though  the  monies  paid  to  the 
bank  were  used  to  release  a  portion  of  the  collateral  pledged.  The  non-ac- 
crual has  nothing  to  do  with  the  records  maintained  for  the  customer.   It  only 
has  to  do  with  the  recognition  of  interest  income  on  the  books  of  the  bank. 

For  example,  at  last  renewal  interest  was  added  to  the  face  of  a  note 
but  subsequently  the  loan  was  placed  on  a  non.<ac  rual  status.   The  customer  had 
an  agreement  with  the  bank  for  the  release  of  lots  upon  payment  of  $3,000  per 
lot.   The  customer  brings  in  $10,000  and  we  release  2  lots  in  accordance  with 
the  agreement.   As  far  as  the  customer  is  concerned  the  payment  was  applied  to 
his  principal.  However,  for  our  own  internal  records  we  would  apply  the  payment 
first  to  accrued  interest  and  any  remaining  dollars  to  principal. 
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MEMORANDUM 


TO:  ALL  LENDING  OFFICERS 

FROM:     H.   L.   MEGAR 

Due  to  S.E.C.  regulations  and  various  Comptroller's  rulings,  the  Bank  Is 
now  required  to  formalize  vcLrlous  procedures  and  policies  In  order  to  more 
closely  monitor  various  aspects  of  our  loan  portfolio.  Attached  Is  the 
new  Supplement  9  (Loan  Policy  Section)  entitled  Loan  Evaluation,  which 
should  be  Incorporated  Into  your  Loan  Manual. 

Following  the  guidelines  stated  In  this  policy,  each  Profit  Center  Is  ncfw 
requested  to  send  a  detailed  memorandum  on  each   loan  considered  a  workout 
and/or  which  qualifies  for  non-accrual  status,  together  with  a  new  loan 
rating  sheet  (if  applicable),  to  Rame  Coombes  no  later  than  August  1,  1977 » 
so  that  an  InltleJ.  review  can  be  made  by  the  Loan  Evaluation  Ccomlttee. 

This  policy  will  be  on  a  continuing  basis,  and  will  be  a  part  of  our  regu- 
IcLr  routine.  It  Is  expected  that  whenever  any  loan  Is  recognized  as  a 
workout  or  qualifies  for  non-accrual  status,  the  loan  officer  will  Innedl- 
ately  prepare  the  necessary  Information,  and  send  the  appropriate  memo- 
randum to  Rame  Coombes. 

It  Is  hox)ed  that  several  other  reports  (such  as  updates  on  loan  ratings, 
loan  loss  reserve,  etc.)  now  being  submitted  can  be  eliminated  with  the 
implementation  of  this  new  policy. 

If  you  have  any  questions,  please  contact  Rame  Coombes  on  extension  363. 


June  21,  1977 
HI24:mbs 
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Loan  Policy 
Supplement  9 


LOAN  EVALUATION 

The  purpose  of  Loan  Evaluation  is  to  establish  standard  policies  and  procedures 
for  reporting,  administering,  updating  and  reviewing  non-accruing,  workout  and 
potential  problem  loans  and  to  provide  a  basis  for  determining  the  adequacy  of  the 
loan  loss  reserve.   These  policies  and  procedures  apply  to  all  organizational  elements 
within  the  bank  that  perform  lending  functions. 

Loan  Evaluation  Committee 

The  Loan  Evaluation  Comnlttee  shall  consist  of  the  Banking 
Group  Head,  Credit  Department  Manager  and  the  Division  Head  from 
whose  profit  center  the  loan  Is  being  reviewed.   Membership 
of  the  committee  may  be  changed  at  the  discretion  of  the 
Banking  Group  Head  or  the  President. 

Rgi0otl,^ibilll;igjj  of  thjg  Loan  Evaluation  CQimittirfcg 

(1)  Itevlew  and  evaluat:^,  aft  a  regular  basis,  all  loans  that 
hi^ve  b«en  placed  on  non-accrual  status  and  loans  that  have 
been  dentlfled  as   workouts  where  the  total  relationship** 
Is  $50,000  or  more. 

(2)  Determine  the  adequacy  of  the  loan  loss  reserve  on  a 
quarterly  basis. 

(3)  Direct  the  preparation  of  reports,  schedules  or  any  other 
documentation  deemed  necessary  or  desirable  for  deter- 
mining the  quality  of  the  loan  portfolio. 

(4)  Determine  courses  of  action  to  be  followed  and  direct 
their  Implementation. 

(5)  Determine  the  adequacy  of  the  loan  rating  system. 

**  Total  relationship  Ib   d(^flned  &a   all  outstanding  indebted- 
ness to  borrower,  direct  and  indirect,  and  all  related  debt 
(business  or  personal,  vhethcr  current  or  delinquent),  in- 
cluding loans  to  endor£Dr<;  guarantors,  principals,  sub- 
sidiaries, etc.   Outstandings  in  Master  Charge,  FNC  Finan- 
cial, FNC  Leasing,  overdrafts,  etc.,  should  also  be  included. 
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Non-Accruing  Loans 

Any  loan  over  $50,000  which  is  past  due  as  to  principal  or  interest 
for  more  than  90  days  must  be  placed  on  a  non-accrual  status,  unless 
in  the  opinion  of  the  lending  officer  there  is  no  question  as  to  the 
ultimate  collectibility  of  all  the  principal  and  interest  on  the  loan. 
In  that  case,  the  officer  should  write  a  memorandum  to  the  Loan  Evalu- 
ation Committee  explaining  why  he  deems  the  loan  to  be  fully  collect- 
ible. 

Loans  which  are  past  due  as  to  principal  or  interest  for  more  than 
180  days,  regardless  of  sise,  must  be  placed  ati   non-accrual  status  and 
necessary  action  taken  to  prevent  these  loans  from  being  classified  as 
statutory  bad  debts.  A  loan  that  is  fully  and  adequately  aecuted  by 
readily  marketable  collateral  %«ould  be  an  exception  if  you  are  aval  ting 
settlement  of  an  estate  or  the  outcome  of  pending  litigation  or  a  bank- 
ruptcy. 

All  known  losses  should  be  charged  off  as  this  determination  is  made. 

Division  Head  Responsibilities 

(1)  Prepare  or  direct  the  preparation  of  a  detailed  memorandian  on 
each  loan  in  his  profit  center  he  considers  a  workout  or  which 
qualifies  for  non-accrual  status  under  the  above  described 
guidelines. 

(2)  Forward  the  loan  memorandums  to  the  Credit  Department  Hanager 
on  or  before  the  due  date  specified. 

(3)  Where  applicable,  prepare  or  direct  the  preparation  of  a  new 
loan  rating  sheet  and  forward  to  the  Credit  Department  Manager 
with  the  appropriate  memorandum 

(4)  Prepare  or  direct  the  preparation  of  updated  reports  on  non- 
accruing  loans,  %«orkout  loans  and  potential  problem  loans 

as  deemed  necessary  or  as  requested. by  the  Loan  Evaluation 
Conmittee. 


Contents  of  Loan  Memorandum  -  Non-Accrual  Loans 

(1)  Name  of  borrower 

(2)  Itemized  listing  of  outstanding  debt  and  collateral 
(including  current  values). 

(3)  Maturity  date 

(4)  Amount  of  accrued  interest 

(5)  Date  interest  is  paid  through 


Digitized  by 


Google 


689 


(6)  Estimate  of  minimum  and  maxdlmum  potential  loss  (If  any 
anticipated). 

(7)  Officers  consnents  and  opinion  as  to  the  ultimate  col- 
lectibility of  the  debt. 


Contents  of  Loan  Memorandum  -  Workout  Loans 

(1)  Name  of  the  borrower 

(2)  Amount  of  debt  outstanding 

(3)  Dollar  amount  comnitted  (if  applicable). 

(4)  Length  of  time  the  loan  has  been  a  workout. 

(5)  Endorsers  or  guarantors  ->  Identify  and  indicate  if 
full  or  partial. 

(6)  Complete  itemized  listing  of  collateral,  including 
current  values,  if  any. 

(7)  Estimate  of  the  minimum  and  maximum  loss  potential, 
if  any. 

(8)  Detailed  remarks  in  specific  terms  concerning  the 
current  status,  what  has  been  .acconipllshed  to  date, 
any  written  or  verbal  agreements  i^ith  the  borrower, 
pending  action,  if  any,  and  most  importantly,  what 
action  is  contemplated  over  the  next  30  days. 

Credit  Department  Responsibilities 

(1)  Maintain  a  master  listing  of  all  non-> accruing  loans, 
vorkout  Loaufi  and  loans  that  have  been  identified  as 
potential  problem  loans. 

(2)  Notify  loan  officers  of  due  dates  for  updated  reports. 
'^                    (3)  Maintain  records  for  Loan  Evaluation  Committee. 

(4)  Monitor  the  loan  rating  program. 

(5)  Maintain  records  and  reports  pertaining  to  classified 
loans. 

(6)  Perform  such  other  functions  as  directed  pertaining  to 
loan  review,  loan  rating  and  loan  loss  reserve. 


-3- 
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Loan  Officer  Responsibility 

Each  loan  officer,  as  part  of  his  regular  duties.  Is  respon- 
sible for  all  aspects  of  each  loan  In  his  portfolio,  including 
a  continuous  evaluation  and  current  knowledge  of  the  status 
of  each  loan.  All  loan  officers  are  expected  to  demons tr ate 
the  ability  and  willingness  to  recognize  a  deteriorating  loan 
situation  and  to  take  appropriate  action  as  necessary.  This 
aspect  is  extremely  iiiQ>ortant  to  the  overall  management  of  the 
loan  portfolio  and  is  also  an  important  consideration  in 
management's  evaluation  of  the  loan  officer's  performance. 

These  policies  and  procedures  will  be  followed  on  a  continuing  basis  and  be  incor- 
porated in  our  regular  loan  administration  program.   It  is  expected  that  whenever  a 
loan  Is  recognized  as  a  workout  or  qualifies  for  non-accrual  status  as  previously  de- 
fined, the  loan  officer  will  Imnedlately  prepare  the  necessary  Information,  and  forward 
an  appropriate  memorandum  to  the  Credit  Department  Manager.  He  will  keep  an  updated 
master  listing  of  all  such  loans,  as  well  as  prepare  the  necessary  information  for  the 
Loan  Evaluation  Committee.   It  Is  the  loan  officer's  responsibility  to  recognize  the 
workout  and  forward  the  specified  Information  to  the  Credit  Department  Manager. 
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FULTON  NATIONAL  BANK  OF  ATLANTA 
LOAN  MEMORANDUM  FOR  CREDIT  FILE 


ADDRESS 


_DATE  OF  APPLICATION  . 

_DATE  OF  LOAN 

_AMT.  OF  LOAN    $ 

_APPROVED  □ 


TYPE  OF  LOAN:        Single  Payment   □  Installment  □ 

New  Loan  □                          Renewal  D 
TERMS  OF  LOAN:      Rate %     Maturity  _ 


DECLINED  □ 
Rework  □ 


Payment  Schedule    (if  Imtaiiment)  _ 


COLLATERAL 


.  Payments  @  $_ 


(Days.  Months.  Years) 


ENDORSERS     □ 


GUARANTORS     CD 


TOTAL  VALUE    $ 


PURPOSE  OF  LOAN  . 


REPAYMENT  PLAN  (  Include  Source  of  Repayment  Fund$l_ 


DATE  OF  LAST  FINANCIAL  STATEMENT  . 
DATE  OF  LAST  CREDIT  REPORT 


DEPOSIT  BALANCES: 
(6  mcM.  Avaragt  CdlKted) 


LOANS  OUTSTANDING: 
(Not  Indu    New  Loan) 


Demand  $_ 


Single  Payment    $_ 
Indirect    $ 


_Time  $_ 


Installment    $ 


(Cont.  on  Reverse 


Sind  Original  to  Credit  Dept. 
Send  Copy  to  Branch  Oivitipn 


OFFICER  HANDLING  LOAN 


BRANCH  OFFICE 


Form  ^234    (Rev.  11  74) 


••.4MO-T7.pt.a-ll 
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OTHER  COMMENTS  (If  Loan  Declined  Include  ReasonJ__ 
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THE  FULTON  NATIONAL  BANK  OF  ATLANTA 
LOAN  SUBMISSION  SHEET 


Exhibit  B 


TypcOrgMMzation 
a  IndwidiMl 

a  PferUMnhip 

□  Corporation 

D  Othar 

M«n*  of  ApplicMt: 

kiUrm^ 

rvp»ofB4»inM«: 

Mnripal.- 

ACCOUNT  HISTORY 

(Minimum  3  Mot.) 

LOAN  HISTORY 
Gurmtty  Oiwing  U<:iUiMMur«l  t                                            Rata:                      %        SmufmI  S                               Rata: 

(1) 

% 

LmI  Paitt  Out:                               CttUaitmrmt  rkirrMtly  HalH 

Total  Value      S 

Amount  of  Loan  Raquastod: 

Confirnwd  Lina: 

In  Writing: 
Endonars  or  Guarantors: 
CoHataral  Offvad,  Including  Lift 

$ 

s 

Yat 

NEW  LOAN  REQUEST 
Rata: 

^(2) 

EffKtiM 

% 

% 

Rata: 

% 

No                   Fae: 

% 

Insuranca 

Tntal  ValiiatiMi:    t 

(1)  Aftadi  UM  of  Existing  InttaHmant  Loan*. 

(21  InAcMa  N^  for  fHatKinal  Prima  Raw:  SP  for  SmaM  Prima  Rata,  if  Tiad  to  Prima. 


(Sn  Additional  Information  on  Rewaraa) 


Farm  3ea  (flair.  S-731 
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FINANQAL  INFORMATION 

Currvrt  StatsfiMfrt.  (tolKl YMrand  □  Intvim  □ 

Audit:      UnqualtfM    O           OualifM    O 
If  P  &  L  StMMiMHt  not  fumWMd.  why? 


AgMicy  Raport.(tolKl Last  Trad*  QMck.  «  of i»mnm: 


PAST  EXPERIENCE  AND  OTHER  COMMENTS 


By: ,^,^ 

Signatur*  of  Off  io 


Off.  No.  Bgndt 

(Type  nam*,  number  and  branch  of  Loan  Offtcar) 


Profit  Centar  No._ 


COMMITTEE  ACTION 


Loan  Approvad    □ 


Loan 


Officar't 
Spacial  Stipulations: Initials:  _ 


Ramarks:. 


Data  of  Committac  Action:. 
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FULTON     NATIONAL    BANK  atlanta.^eo'^roia 

CREDIT  APPUCAHON 
)  ngQKTANTt  mmt  ttwt  DIrtcli— ■  htJtn  ri^jliHi  IMt  A^MfWea. 

Chttk  D    I'  you  are  applying  for  individual  credit  in  your  own  name  and  are  relying  on  your  own  income  or  aaacts 

ApDcoariala  and  not  the  income  or  aaaeu  of  another  pcnoa  as  the  hasia  for  repayment  of  the  credit  requeatad.  com- 

tSi  Picia  only  Scctiom  A  and  D.   If  the   requeited  credit  it  to  be  lecured.  also  compkta  the  first  part  of 

Sacthm  C  and  Section  E. 
a     If  you  arc  applyii«  for  joint  credit  with  another  person,  coo^ricte  ail  Sections  except  E.  providing  informa- 
tion in  B  about  the  Jcrint  applicam.  If  the  requested  credit  is  to  be  secured,  then  complcta  Section  E. 

O  If  you  are  applying  for  individual  credit,  but  are  relying  on  hicomc  from  alimoay.  child  support,  or  sepa- 
rata maintenance  or  on  the  income  or  aaseu  of  another  person  as  the  basis  fbr  repayment  of  tlie  credit 
requested,  complete  all  Sections  except  E  to  the  extent  possible,  providing  information  in  B  about  the 
parson  on  whose  alimony,  support,  or  maintenance  payments  or  income  or  aaaets  you  are  relying.  If  the 
requested  credit  is  to  be  aeaired,  then  complete  SccUon  E. 

Xmau^UrmmU — FSsriBBTsaBa — PBSsarsToan 


lb  ha  Used  For  . 


KCnOff  A— INPOUiATION  KEOAKDINO  APPLICANT 

Pal  Nanw  <Laat.  Pint.  Middh):  Blithdata:      /     / 

Prsaeat  Street  Address: Yeantheie: 

aty:  Su»:        ..    .  Zip: 

Social  Security  No.:  Dtiver'a  lirrnn  Na: 


Qty:  Stale:  Zip: 

ployer:                                 .     .  Yean  there:  Teiephoae: 

I  or  title:  Nanw  of  superviaor: 


Pwolona  Bmployet'a  Address: 

Present  —t  salafy  or  rnmmlssinn;  I per No.  Pependenta; 


•r  ispmnis  nmlMananea  Incama  naad  nai  ha  isvialsd  IT  ywa  do  act  wl*  to  hnva  II  t 


AMmoiy.  chBd  snpport.  aaparaia  maintenance  racehred  under:  court  order  D  written  agreenwnt  D  oral  understanding  D 
OdMT  iBBoma:  $. par Souroe(s)  of  other  income:    


b  MV  IMMM  iMd  In  drii  Sactloa  Hkaljr  to  ha  vadnced  before  tha  credit  requested  is  paid  off? 
a  Yaa  (riiilila  In  Maffl  oa  aapanto  sheet.)  Q  No 


■t  Hol:  laatttution  and  Branch: 

t  Hol:  „ _ lattttuUon  s 


■CnON  B-INFlOftifAT10N  BBOAIDINO  JOINT  APPUCIANT  OE  OTHER  PARTY  (Use  aeparata  sheets  if  naoeasanr.) 

AdI  NanM  (Lm,  Pint.  lOddb):  ~ - Biithdale:      /     / 

KifMV): „_.„ 

„. „ Yeanihsra:    ~~., 


aty:- Itoia:  Zip:  

'  Na: Drtsw's  Ucense  Na: 


PMihms  Pnnihijsi'a  Addran; 


$.... per  ........_.. No.  Dependents:   Ages: 


MsMa  HHiManaMa  Uri  i  i  naad  nat  ha  wvirisd  IT  yM  do  net  wM  to  hnva  II  iiMliini  aa  i 
^Unu^.  chad  snpport,  a^arata  malnienance  received  under;  court  order  D  written  agreement  D  oral  understanding  D 
OdMT  toBoma:  $. par  Souroe(s)  of  other  income:  


b  MV  IMMM  Hstad  In  this  Sactloa  likely  to  be  reduced  bcfoee  the  credit  requested  ia  paid  off? 
a  Yaa  <Bsplala  In  daiaffl  oa  aaparMo  sheet.)  O  No 

Chacfeing  Auiuaal  Na:  „ Institution  a 


Poa  f  456  Bav.   5-77 


( over) 
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fCCJnON  C-MARITAL  STATUS 
(D»  Ml  iUBjIHi  If  ttis  li  Ml  ■pplctlM  lor 
ApplkMN:     a  Marrlad  Q  Sepwatcd 

Otkcr  PMty:     O-Murted  O  Sepanttd 


D  Unmarried    (i 
a  Unnwrrkd 


sin^c,   divorccfl,   uid  widowM) 
siBgit,  divorced,   and  wMovvcd) 


aacnOM  D~ASSET  and  debt  INFOIMATION  (if  SccUon  B   hM  Iwea  conulelod.   tMs  Swtian  abould  be  conpioled 
infomuUon  about  both  the  Appllcaiii  and  Joint  Ap^icant  or  Other  ^cnoB.^Pkaac  mwk  Appncant-rriated  iafoi 


witti'  aa  "A."   If  SactioB   B'Nraa  not  completed, 'oaiV  five 
ASSETS  OWNED  (Um  aepartte  ihaec  If  neeemiy.) 

pUMi  ia  tbia  Secttaa.) 

Daecriptkw  of  AMta 

VahM 

SuUecitoDcbl? 
VS/No 

NameCOofOwnerfa) 

Ca* 

S 

Cadi  ViJw  ol  Ltfe  Imuraaee  (Imucr. 

RmI  Enua  (Locttloii.  Dm*  Aoqalnd) 

Markeuye  Secatklas  (laeutr.  Type.  No.  ol  Sfaaici^ 

fkkmOJm) 

Total  Ameu 

i 

OUTSTANDING  DEBTS  (Include 

>ary.) 


cbarte  account*.  Inatalment  contracti.   credit   cardi.   rent,   mortcages.   etc.   Use   acparaie   ibeet  If 


Cr^litor 

Type  of  Debt 
or  Aca.  No. 

Nana  tai  Wbich 
Aoct  Carried 

'SS- 

fS 

tSSSL 

Past  Due? 

Yet/No 

Bssys- 

$  (Omit  rem) 

S  (Omit  rem) 

$ 

s. 

1 

Total  Debtt 

f 

f 

9 

iCrtwUt  KtftttnetM) 

E 

»ale»aid 

1. 

f                            .            __             .          . 

2. 

Are  you  a  CO  maker,  endoraef.  or     .       „     „ 
fuanotor  oa  any  loan  or  coatnct?       Yea  Q 

If  •nres." 

No  D        for  whom?                                             To  wbom? 

judgments  againat  yon?                         No  O 

Amount  S                                      to  whom  o««d? 

Have  you  been  declared                       Yee  Q 
bankrupt  in  the  last  14  rears?              No  Q 

If  "Yes." 

where?                                                                                      Year 

SKCnON  B— SECURED  CREDIT  (Complete  only  If  credit  Is  to  be  secured.)  Briefly  describe  the  property  to  be  gl««a  m  aacwlir 


I  and  addresaea  of  all  c»«wnafa  of  the  property: 


If  the  security  is  real  estate,  give  the  full  i 


!  of  your  spouse  (if  any): 


Everything  that   I   have  stated  in   this  application  b  corrccl    lo  the  best  of  my 
s  appltcatioa  whctlier  or  not  it  is  approved.  You  are  authorind  to  check  my  credit 
Uooa  about  your  credit  experience  with  me. 


understand  that  you  ' 
Malory  and  to  am 


Other  I 

(Where  Applicable) 
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LOAN        tATING        SHEET 


-xblblt  ft 


^^ 


_Loan  Category 


lUMBs 

ACCOUNT  OFFICER: 
OFFICER  #1 


PROFIT  CTR. 


L 
O 
A 
H 

S 


NAME 

PRIN.-AFFIL. 

AMOUNT 

INT.        (1) 
RATE   MATURITY 

(2) 
COLLATERAL 

TOTAL 

X 

M  -='  '-^^ — 

A 

L 


AVERAGE  COLLECTED  $ 

AFTER  TAX  RETURN 
ON  CAPITAL: 

% 

(12  months) 
niB  COM.  PAPER    $ 
:  D'S.  RATE     %  $ 

DATE  OF  LAST  FINANCIAL  STATOtQIT 
DATE  OF  LAST  COMPLETE  PAYOUT 


(OUAL.«  UNQUAL., 
AUDITED,  UNAUDJ 


CURRENT  ASSETS 
TOTAL  ASSETS 

CURRENT  LIABILITIES 

TOTAL  LIABILITIES 

MET  tfORTH 

(EXCLUDING  CAPITAL  ACCTS.) 
CASH  FLOW                    1 

NET  EARNINGS 

PRINCIPAL  REASON 

(S) 

FOR 

ABOVE 

RATING: 

DATE: 


SIGNATURE:  

(Please  sign  full  name) 


REVIEWED  BY:  . 

Credit  Department 
(If  disagree  with  rating  assigned, 
attach  memo) 


(1)  Time  (30-60-90  days) 
Demand 

Tern 

(2)  Include  Appraisal  of  Collateral 
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LOAM  tATIMG  SMUT 

D«al«r       Section 


-''  ihit  C 


Loan  Category 


L 
O 
A 
N 

S 


ACCOUNT  OFFICER: 
OFFICER  #t 


PROFIT  CTR. 


TYPE 

AMOUNT 

INT. 
RATE 

(1) 
MATURITY 

(2) 

COLLATERAL 

PAPER  FINANCED 

LOANS 

I'OTALS 

$ 

X 

^^;>><c;^ 

PLACE  CI 

RCLE(S)  AF 

lOUND 

A,  B  IF  IHEY  ARE  DISCOUNT. 

B 
A 
L 


ftVERAGE  COLLECTED  S 
(12  months) 

REGULAR  $ 
RESERVE  $ 

AFTER  TAX  RETURN  GN 
CAPITAL 

OnHER  DEPOSIT  BALANCES?                                         | 

DO  WE  HAVE  A  FULL   RECOURSE,    LIMITED, 
RHATIONSHIP?   


OR  NONRECOURSE 


DATE  OF  LAST  FINANCIAL   STATQIENT  . 

TYPE  OF  F/S    (QUALIFIED,    UNQUALIFIED,    AUDITED,    UNAUDITED). 

HOW  OFTQJ  ARE  AUDITS   CONDUCTED?   

WHEN  WAS   LAST  AUDIT  CONDUCTED?   


IS  TOE  RESERVE  ACCOUNT    3%  OR  GREATER? 

HAVE  TOE  CHARGE-OFFS    (LAST   12  MOS)    BEOi  COVERED  BY 

RESHWE? 
IS   BANK'S  RETAIL   PAPER  GREATER  TOAN    50%  OF  TOTAL 

RETAIL  PAPER  OUTSTANDING? 
WILL  MANUFACTURER  REPURCHASE  INVENTORY? 
DO  WE  HAVE  AN  AGING  OF  INVENTORY  AND/OR  RECEIVABLES? 
IS  ALL  FINANCED  INVENTORY  LESS  THAN  12  MOS  ON  BOOKS? 


ARE  LOANS  ON  DQ40S-USED  CARS  BEING  AMORTIZED  PROPERLY? 

IS  1HE  NEW  CAR  INVENTORY  LESS  THAN  A  45  DAY  SUPPLY? 

IS  THE  FLOORPLAN  INSURED? 

IS  BANK  NAMED  AS  LOSS  PAYEE? 

EXPIRATION  DATE  OP  POLICY (S)   


(1)  Time  (30-60-90  days) 
Demand 

Term 

(2)  Include  Dollar  Value  of  Collateral 


Form  2236  (  ss) 


-Continued  on  Back  of  Page- 
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Google 


PRINCIPAL  REASON (S)  FOR  ABOVE  RATINGS 


DATE« SIGNATURE  8 

(Please  sign  full  name) 


Reviewed  Bys  ' 

Credit  Department 
(I£  disagree  with  rating  assigned, 
attach  memo) 
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Plant  Type 


THE  FULTON  NATIONAL  BANK  OF  ATLANTA 
LOAN  SUBMISSION  SHEET 


SPECIAL     EXCEPTION      QNLYI 


ttldbit  F 


Loan  Rating  _ 


Typa  OrBMiitation 
a  I 


n  wttpf wtofihlp 


O  Partiwrihip 


□  Cofporation 


□  Other 


n.«tAiMr  SInM  10 

ACCOUNT  HISTORY 

J 

BalanoM: 

Swringi  OtrtiricMM   $ 

ComnMcoal  Papur   t     . 

Rat*                       %       Cn  t                           Rat.                    % 

LOAN 

Currtntly  Owing  Ui:  (1) 
UnsKurad             DirKt    $ 

Indtract    $ 

l^t  Raid  Out! 

HISTORY  INCLUDING  LEASES  AND  INDIRECT  LIABILITY 

Rat*                    %       SkutmI           Diract    %                      Rat* 

% 
% 

Collateral  Currantlw  Hald: 

T«t-1  \/.l..-i««     ft 

EfMkmart  or  Guarantors: 

$ 

$ 
$ 
$ 

NEW  LOAN  REQUEST 

Rat. 
Rata 
Rata 
Rata 
Fa* 

»  (2) 

% 
% 

% 

AtMf  Ta«  Return 
OnCm»nal 

% 
% 
% 

Collatwal  OftarMl.  Including  Uf* 

Insurance 

TarnH  of  nsoavniant 

^iTDOMof  Loan 

Souroa  of  Raoavmant: 
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FINANCIAL  INFORMATION 

Otnmt  Sutwmnt.  dM«f  Ymt  tnd  □  Inmim  a 

Audit:    (MqiMliftod  a                QuaiifMd  □ 
H  PA  L  SMMiwnt  not  furnMtMd.  why?  ^ 


.LKiTradtChMfc.Mof ihom: 


PAST  EXPERIENCE  AND  OTHER  COMMENTS 


Signaturt  of  Off  iotr 
(Si^  Full  N«m) 

N«m: OH.  No.  Brmdi 

(Typt  namt.  numlMr  and  branch  of  Loan  Offtotr) 

Oaiad  .  19 .     Profit  Cantw  No. 

PAlAWTOtS  FOt  SraCIAL  PPCBmOlt  DBBT 

1.  Currtnt  and  prop«r  approval  axlata  for  all  praaant  dabt  indudlat  linaa  of 
cradit  idiatbar  diraet  or  indiract. 

2.  TlM  praaant  dabt  auat  ba  ratad  1  or  2  if  it  axcaada  $100,000. 

3.  Tha  oav  dabt  auat  ba  fully  aacurad  widi  propar  eollataral. 

4.  All  aoothly  rapayant  loana  ahould  hava  taraa  of  36  aootha  ar  laaa, 
(42  Bontba  for  auto). 

5.  All  abort  tarn  loaaa  auat  bava  a  atatad  plan  of  raduction  and  cannot 
axcaad  12  aontba. 

6.  ilny  oav  loan  or  loaaa  in  co^ination  eaaaot  axeaad: 

A.  Nora  tban  lOX  of  tba  axiaciag  approved  dabt. 

B.  Iha  officara  individual  landing  auehorlty. 

C.  $50,000. 
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.jcbibit  ft 
GUARANTII 
GEORGIA. 


-County. 


Mm  HILTON  NATIONAL  lANK  OF  ATLANTA  I*  wImJ  craA  ta^ 


(hwaiMfiw  HnMd  Urn  "priMiprf")  «r  I*  km*  «r  wImJ  h  «W»  «r  h  pwt.  Imm  «r  Jmili  tinmif  iirtiilii  hy  mU  pihilpil.  flh* 

maitnl§Mi  (Iwtihiiftw  taiMd  fU  "tMrairtw*)  Jom  hmby  fMrartM  I*  mU  ImI  m4  «•  Ite  tmdmmn,  kmdmu, ii  m  Mri|M. 

•(  aillMr  Ml  fMTMty  «r  mr  •(  Mm  ohIltithM  iMmd  Mmi^.  Mm  pranv*  P«yMM»  iciuMftn  «•  Mnfr  «mm  •(  al  i»|ilt  i    •(  flfe 
^fwci^ol  to  iM  MM  Of  coy  Hod  Of  cMfMnr*  mm  #om  o^rao  Imv  w  fooy,  of  OM)f  of  HmRi  mo  oot  to  poM  o^  loo  piiM^o^  wo  ^ovooov 


TIm  ohIltithM  mmnJ  by  Mib  fMraaty  ImM*  «|  ohIltithM  •>  Mm  primOpd  H  tlm  ImI  m»  aMhfl  w  hMiAw  «Mlif  Mb 
cmIl  LIjj^xI  cImmm,  wmwhm  abJ  HibHWhi  •(  jumj  tkJ.  artnn  aaJ  jMoriMiwi  hSmvJ  w  ImmmJ  bv  Mm  kdL  wWaa  !■  mm  mmmiv 


Tk*  kbORy  •(  Mm  fw— tw  itwnmim  h  hrrfM  I*  Mm  prfadprf  «■  •(- 


-)0*n 


Thb  h  a  niilhiln  fiuraNty  m4  dul  raiMb  h  !««•  mM  a  wmm  mNm  mithi  R  bM  bwa  iiiihiJ  by  Mm  iMb;  b#  ndb 
i«»MaMM  duS  M*  raiMM  Mm  fMTMlw  frwR  Hi  fMraaty  •(  «l  •bfif«NoM  •(  Mm  priMiprf  (m  fcinhbiTin  Mhcrfl  MbM  bi  i  III    ii,  mr 

hrfibNAmi  or  Rtblify  e««w«d  by  Mrfi  fMrairty  ar  wWHtnto  aay  coMalaral  m  haM  by  K  far  alhar  ■■■■liial  ar  Ma  IM  ar  a(  aay  IM 


Whara  Mm  abRgaftaa  baraby  faaraafaa^  b  an  abRgaKaa  af  a  carparaMaa.  Mib  taaraaty  b  ta  tmnt  al  obB|atliM  la  hH  lail 


ar  nal. 
Mm  apMaa  af  Mm  lank  tM«  RMy  ba  Iraatarf  at  a  faaraafy  ar  ai  a  laratyAip.  wHb  Mm  righl  «a  prmtm4  afahwl  Mm  flBMatar 


Tba  «iiaraatar  baraby  vaivat  aaMca  af  aeea^aaca  af  Mrii  «aaraa*y  ar  af  Mm  craaMaa  ar  wtwilaa  ar  raaaMi  af  aay  iMk«m  •*  *• 

aay  way  affact  ar  bapalr  fbb  gaaiaaty.  Tba  fwaraalar  baraby  waWa*  Mm  rifhl  ta  raqaba  Mw  baUar  af  Mm  ibl^iWia  faataalaarf  la  taba 
acHaa  a«aiait  Mm  prbidpal  at  pra<rlda4  far  la  SaeHaa  I01-2M  af  Mm  1933  Gaar«{a  Ca4a. 

Whai*  Mm  fuaraalar  b  a  nataral  parMa  Mrit  a«raaaMaf  himit  hb  babi.  aJariaWralan  mU  tmvOmn,  ami  «ba>a  a  iirpwHi^  Mt 


Tbb  «v«ranty  b  aM^  tabiact  ta  all  Mm  tanai,  caatfitiaat.  aytawatt.  ar  iHpalaHaa*  etalabii^  la  Mm  aalaa  nfUiacbii  *a  abl|allMH 
baraby  9M»r»iA—4,  aad  taU  faaraalar  farMMr  ayaai  Ibaf  Mm  tanai,  caadlllaat  aaJ  pro^iiUai  af  aay  aalaa  «hkh  aiay  ba  aaaaaM  by  Aa 

Mm  paHataiaa  af  taU  laak  ar  »Meh  may  haraaftar.  4aria«  Mm  Ufa  af  Mrit  «aaraa«y.  aaaM  brta  Ih  p In  Maaiat  alibar  Ail  ib^KHia  ar 


af  at  aMy  ha«a  aadar  ar  by  «ir*aa  af  Mm  caMMtafiaa  ar  lam  af  Gaarvla.  wy  aMMr  SMa  ar  Mm  UaHaJ  Slalaa,  m  a«afaMl  Mm  RahMy  md 

apart  la  baakraptey  ta  pay  Mib  abRgaKaa  h  M.  wNfc  all  caih  af  caNaaHaa;  aaJ  aaab  af  Mm  wmimiv'ti  baraby  AaaH  Mm  Irailaa  la 
bankraptcy  havia«  piMiirtM  af  laeb  baaiattaa^  ar  ■awapHaa  ta  Mbrar  ta  Mm  laak  a  lalRaiaat  awoaat  af  praparly  ar  aHaay  ■•  M*  apart 


WITNESS  tU  lifaatara  aad  taal  af  faaraalar.  tUt  Mm day  af .  If  — 

(SiAl)  _ (HAU 

--        — (SlAtI (SIAU 

-     -_    __|11AL| . CSML) 


_(«AH 
-($iAU 
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J  rr  Aiim vN^  hj,  c*i«i«mam 


U.S.  HOUSE  OF  REPRESENTATtVES 

SUBCOMMkTTLE  ON  FINANCtAL  IHSTITUTfONS 
£UP£KVIS1011.  iTEGULATtON  AND  INSURANCE 

OF  THt 

COMMITTEE  ON  BANKtNG,  f  INANCE  AND  URBAN  AFFAIRS 
NiHCTT-nrrH  cowiRcsa 

WASHINGTON.  D.C.    20S15 


Septenber  20,  1977 


Hr.  Jake  F.  Butcher 

Chalraan  and  Chiaf  Executive  Officer 

United  Aaerican  Bank 

P.  0.  Box  280 

Knoxville,  Tenneasee  37901 

Dear  Mr.  Butcher: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  4  tbree-volume  report  en tt tied  "Inquiry  Into  Certain  Matters 
ielatlng  to  t,  (tertraia  Lance  and  Various  Financial  Institutions/'  in  vhlch 
your  bank  vas  i^ntlaned.  This  repor  hse  rais^cd  aeveral  questions 
vtilch  the  Subcoonittee  vould  like  answered  in   connect  Ion  «rlth  their 
continulag  overflight  and  legislative  responsibilities. 

1.  Please  provtde^  the  Subcoosiittee  vlth  the  daccB  of  opening  and 
any  closing  of  the  correapondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subconaittee  ifith  your  own  bank's  analysis 
of  the  balances  in  this  account.  The  SubcooBittee  has.  been  informed  by 
Mnk  xesalators  t<^atlfying  this  month  that  most  banks  prepared  these 
Analyses  noacbly 

3.  Pleas*  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Katlond!  lank  of  Georgia  and.  your  analyses  of  the  costc  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  SubcoBonittee  with  the  dates  of  opening  and 

any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account  from  1973  to  date.  The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  Bank  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 
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Mr.  Jaka  F.  Butcher  -2-  September  20»  1977 

7*  Please  provide  the  SubcooiBlttee  with  a  copy  of  your  bank's  vrltten 
policies  governing  the  operations  of  correspondent  accounts. 

8.  Please  provide  the  Subconmlttee  with  copies  of  the  vrltten  policies 
at  your  bank  regarding  the  separation  of  departmentSt  I.e.,  how  Is 

in£or nation  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

9.  The  Conptroller*s  report  reflects  an  advance  of  $515 » 000  to  Mr. 
T^  Bertram  Lance  on  September  15,  1976  which  was  subsequently  reduced 
to  $443,466  outstanding. 

Please  provide  the  Subcommittee  with  your  own  bank's  Internal 
classification  of  this  debt.  Please  Indicate  to  the  Subcommittee  what 
collateral  exists  behind  this  loan  and  the  dates  on  which  such  collateral 
was  secured   Please  Indicate  If  there  have  been  any  changes  In  the 
collateral  securing  this  loan  since  Its  Inception. 

10.  The  Comptroller's  report  Indicates  that  the  Senior  Loan  Committee 
of  your  bank  approved  the  above  extension  of  credit  on  October  7,  1976. 

Was  Mr.  Lance  present  at  this  Senior  Loan  Committee  meeting?  If  so. 
Is  that  a  usual  practice  of  your  bank? 

11.  The  Federal  Deposit  Insurance  Corporation  examined  your  bank 
on  April  18  of  this  year. 

Please  provide  the  Subcommittee  with  the  classification.  If  any,  made 
by  the  F.D.I.C.  examiner  on  this  loan.  Were  any  collateral  improvement 
steps  suggested  for  this  loan  on  the  report  of  examination? 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely 


Germain 


FJStG:mLr 
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(RidcDOur, 


(Ridcnour,  - ''^^^"  "-^^ 


Mttorr)ci)sal  (^u) 


ATI  »  ?  ' 

D    CJJNTON 


I    STRtCT 

CLINTON.  TCNNeSSCC   37716 
TCLCPHONC  eiS)45707S5 

KNoxviLie  leist  54e-eii6 

^    WNOXVILLC 

rifTM  rLOOR 

UNITCO  AHCRICAN  SANK  BLOC 
KNOXVILLC.TCNNCSSCC  37902 
TCLCPHONC  eiSI  54e-394a 


J  CARSON  RIOCNOUR  RICHARD  C.  rAlRCS 

CCORCe  W   RIOCNOUR.  JR.  RAVMONO  C.LACV  OCbbbBC     5>     1977 

R06CR  L   RIOCNOUR  MONA  WILSON  TROUTMAN  '     *^  '  ' 

rLOTO  M    SOWERS  STCRNCN  R.  MOSCLCV 

W.  r    SHUMATC.JR.  RONALD  H    RIOCNOUR 

sftucc  o.  rox 

Ite  Honorable  Femand  J.  St  Gemain 

U.  S.  House  of  ReproDeailativea 

Sub-Oaamittee  on  Financial  Ihstitutions 

Supervision,  Regulations  and  Insurance  of  the  OGoinittee 

on  Banking,  Finance  and  urban  Affairs 

95th  Gbngress 

Itashingtcn,  D.  C.  20510 

Dear  Oongresanan  St  Gemain: 

Cti  Septenter  20,  1977  you  sent  a  letter  to  Mr.  Jake  F.  Butcher, 
Chaiman  and  Oiief  Qoecutive  Officer  of  ttiited  Anerican  Bank  in 
RiOKville,  Itannessee.  Ihat  letter  requested  certain  information  and 
documents  i^hich  relate  to  T.  Bertram  Lance,  the  National  Bank  of  Georgia, 
the  Calhoun  First  National  Bank,  and  ttiited  Anerican  Bank.  As  General 
Gtxzisel  for  Uiited  Anerican  Bank,  Mr.  Butcher  has  asked  me  to  reply  to 
your  letter. 

Ybur  requests  for  information  have  been  discussed  %dth  appropriate 
officers  of  ttiited  Anerican  Bank  and  based  on  their  responses,  I  am 
replyixig  to  those  requests  in  the  order  presented,  as  follows: 

1.  The  National  Bank  of  Georgia  correspondent  account  at  ttiited 
Anerioan  Bank  was  opened  April  22,  1976.  Ihat  account  has  not  been 
closed. 

2.  The  monthly  statements  of  that  account,  and  the  Uiited  Anerioan 
Bank's  monthly  analyses  of  the  balances  of  that  account  are  enclosed. 


3.  ttiited  American  Bank  makes  no  analysis  of  the  services  provided 

to  the  National  Bank  of  Georgia.  Activity  costs  related  to  the  correspcndent 
aooouRt  are  included  in  the  monthly  analyses  of  the  account. 

4.  The  Calhoun  First  National  Bank  opened  a  corre^xjndent  account 
at  Uiited  Anerioan  Bank  on  May  2,  1977.   That  account  has  not  been 
closed. 
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Page  2 

The  Honorable  Feznand  J.  St  Gemain 

Oc±ober  5,  1977 

5.  Goples  of  the  monthly  statenent  for  the  oorze^xsndent  bank 
aooount  of  the  Calhoun  First  National  Bank  with  Uhited  American  Bank  are 
enclosed.  Officers  in  Uiited  American  Bank's  Osrre^xsndent  Department 
do  not  feel  any  analysis  has  ever  been  made  of  this  aocxxsit,  because  it 
has  been  a  dormant  2Kxx>unt  vdth  very  little  ehctivity. 

6.  As  with  the  Nationcd  Bank  of  Georgia,  no  analysis  of  the 
services  provided  of  the  Calhoun  First  National  Bank  are  made. 

7.  Uiited  American  Bank  has  no  written  policy  governing  the 
operation  of  correspondent  aooovnts. 

8.  Uiited  American  Bank  has  no  written  policy  regarding  the 
separation  of  departments,  i.e.  governing  the  manner  in  viiich  infoma- 
tion  is  shared  among  lending  officers  and  correspcndant  department 
officers. 

9.  With  regeurd  to  your  ninth  question  concerning  Mr.  T.  BerLram 
Lance's  loan  at  Uiited  American  Bank,  the  Bank  intends  to  respond  as 
early  as  possible.  However,  due  to  the  confidential  nature  of  the 
information  requested,  t:he  Bank  feels  Mr.  Lanoe's  permission  tx>  release 
that  information  is  appropriate.  I  have  written  tx>  Mr.  Lanoe  requesting 
his  permission  to  furnish  you  with  the  desired  information  and  there  are 
indications  that  his  consent  will  be  given,  ypon  receipt  of  Mr.  lanoe* s 
consent,  the  information  regarding  his  loan  will  be  sent  to  you.  *H 

10.  T.  Bertram  Lance  was  not  present  at  the  Uiited  American  Bank's 
Senior  Loan  Oomnittee  Meeting  on  OctdbBr  7,  1976.  Mr.  Mayne  C.  Lsoioe, 

a  lending  officer  of  Uiited  American  Bank  was  present  at  that  meeting. 

11.  Ohe  FDIC  Examiner  made  no  classification  of  Mr.  Lanoe's  loan 
during  the  examination  on  April  18,  1977.  Further,  no  collateral  iiqprovene 
steps  were  suggested  for  this  loan. 

As  mentioned  above,  Mr.  Butcher  referred  your  letter  to  me  as 
Gener«d  Counsel  for  Uiited  American  Bank  in  Rioscville.  Please  send  any 
future  inquires  regarding  this  matter  directly  tx>  me. 

Sincerely  yours, 

RUXNOUR,  RIEQXXJR,  RIEQXXJR,  BCNESS  6  SHMAS 


George  w.   Ridenour,  Jt. 


GNE^risc 
Etelosures 


information  will  be  published  In  a  later  volume 
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^l^HC!^  t  ^nfL'R?*!^  SUBCOMMITTEE  ON  HNANCI AL  INSTITUTIONS 

JOMN  J.  u.rMxc  N.V.  SUPERVISION.  REGULATION  AND  INSURANCE 

CLIFPOMO  AIXCN.  TUNM.  qv  jur 

MM«rVK>sc  oakmTo*^  COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

JIM  MATTOX,  TOC.  NlHrTV^irTM  CONONBM 

WASHINGTON.  D.C.    20515 
Sep c ember  20,   1977 


Mr.   Donald  Flatten 

Chalznan 

CbcBlcal  Bank 

20  Pine  Street 

Ifew  York,  Nev  York  10015 

Dear  Mr.  Flatten: 

As  you  know,  on  August  18,  1977  the  Comptroller  of  the  Currency 
Issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.  This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.  The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

5.  Please  provide  the  Subccnniittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 
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6.  On  February  9,  1976,  Mr.  T.  Bertram  Lance  borrowed  $150,000  from 
your  bank.  It  is  our  understanding  that  this  debt  was  paid  off  with 
principal  and  interest  in  January  and  February  of  this  year. 

Flease  provide  the  Subcommittee  with  your  own  bank's  internal 
classification  of  this  debt.  Please  indicate  to  the  Subcommittee  what 
collateral  existed  behind  this  loan  and  the  dates  on  which  such  collateral 
was  secured.  Did  Mr.  Lance  ever  file  a  purpose  statement  —  that  is,  a 
disposition  of  proceeds  —  with  your  bank  on  this  loan?  If  so,  please 
provide  the  Subcommittee  with  a  copy  of  this  statement. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


Germain 


FJStG;Mlr 
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September  28,  1977 


The  Honorable  Femand  J.  St  Germain 

Chairman 

Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance  of  the 

Committee  on  Banking,  Finance  and  Urban  Affairs 

U.S.  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Congressman  St  Germain: 

Tour  letter  to  Mr.  Flatten  dated  September  20,  1977,  received 
by  us  on  September  27,  1977,  In  connection  with  the  several  questions 
raised  by  the  recent  report  of  the  Coaiptroller  of  the  Currency  entitled 
''Inquiry  Into  Certain  Matters  Relating  to  T.  Bertram  Lance  and  Various 
Financial  Institutions"  In  which  our  bank  was  mentioned,  has  been  re- 
ferred to  me  as  Mr.  Flatten  Is  out  of  the  Bank  on  business. 

We  will  be  In  touch  with  you  shortly  In  connection  with 
answers  to  your  questions. 


Very  truly  yours. 


^^lor 


nlor  Vice  President, 
Secretary  and  General  Counsel 


J.  B.  W. 
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20  PiM  Str««t.  N«w  York.  NY  10005 

Tel.  (212)  770-3516  Chairman 


October  13,  1977 


Mr.  Fernand  J.  St  Germain 

Chairman 

U.S.  House  of  Representatives 

Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

Committee  on  Banking,  Finance  and 

Urban  Affairs 

Washington,  D.C.    20515 

Dear  Mr.  St  Germain: 

Reference  is  made  to  your  letter  dated  September  20, 
1977,  in  respect  of  the  August  18,  1977,  report  by  the  Comp- 
troller of  the  Currency  entitled  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Finsmcial  Institutions.' 

In  answer  to  the  questions  raised  in  your  letter, 
we  have  the  following  responses  corresponding  numerically  with 
your  questions: 

(1)  Our  correspondent  account  with  The  National 
Bank  of  Georgia  was  opened  on  October  14,  1975.  The 
account  remains  active. 

(2  euid  3)   Enclosed  please  find  the  internal 
analysis  covering  the  period  from  October,  1976, 
through  August,  1977,  with  the  exception  of  the  state- 
ment covering  January  1976  which  cannot  be  located. 
The  services  provided  are  described  generally  at  the 
bottom  of  each  analysis.   In  addition  to  the  normal 
account  maintenance  we  had  a  modest  amount  of  activity 
representing  coupon  collection  and  wire  transfer  of 
funds.   The  price  for  these  services  is  described  in 
the  monthly  analysis. 
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(4)  Chemical  Bemk  does  not  have  a  written 
policy  covering  the  operation  of  correspondent  accounts. 

(5)  Chemical  does  not  have  separate  departments 
handling  the  correspondent  and  commercial  accounts,  nor 
are  there  any  written  policies  in  regard  to  sharing  of 
such  information. 

(6)  Our  loan  to  Mr.  Lance  in  the  amount  of 
$150,000  was  secured  by  14,811  shares  of  the  common 
stock  of  The  National  Bank  of  Georgia.   The  market 
value  of  the  collateral  exceeded  $200,000,  and  further, 
in  view  of  Mr.  Lance's  net  worth,  this  loan  was  given 
the  highest  rating  afforded  to  an  individual  under 

our  classification  policy.   Wfe  do  not  know  the  precise 
date  the  collateral  was  delivered  to  Chemical.   The 
account  officer  believes  that  the  collateral  was 
delivered  some  time  late  in  February,  but  was  not 
reflected  on  the  computer  printout  until  May  5,  1977, 
which  clearly  indicates  receipt  prior  to  that  date. 
You  will  note  from  the  approval  ticket,  a  copy  of 
which  is  enclosed,  that  the  collateral  was  to  be 
delivered  within  a  two  to  three  week  period.   Mr.  Lance 
did  file  a  purpose  statement  as  well  as  a  letter 
dated  January  28,  1976,  (copies  enclosed)  as  to  the 
purpose  of  the  loan. 

Sincerely  yours, 

D.C.P. 
Enclosures 
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"r     ij;^    .'^^   BOARD  OP  GOVERNORS  OP  THE  flEOERAL  RESERVE  S1ffnM^'*^W  :^i*^tl 


"     STATEMENT  OP  PURPOSE  OP  A  STOCK-SECURED 

EXTENSION  OF  CREDIT  BY  A  BANK     .*        ^  -  .     -^     ,     ,  ,^ 

**^       '  (PEDERAU.RESERVE  PORM  U-l)         **      *^"*     •:-    ,^  ^v^  t 


EMENT  OF  PURPOSE  OP  A  STOCK-SECURED  »    :  "^  *7  <^MJ'^ 

EXTENSION  OF  CREDIT  BY  A  BANK     . »      ->  *  ^  "'^^i^i'"/ "'.^Jfefj 

(PEDERAU.RESERVE  PORM  U-l)         **      *^'*  ••:-    ^^  ^v^  Tliaft: 

A  FALSE  OR  DISHONEST  STATEMENT  BY  THE  CUSTOMER  OR  THE  OPPICER  OP  THE  BANK  ON .  ^ 

THIS  FORM  MAY  BE  PUNISHABLE  BY  PINE  OR  IMPRISONMENT  (US.  CODE,  TITLB  18»  SBCnON  « 

78ff  AND  TITLE  18,  SECTION  1901)      .      .  -      -  Vu'?V   i/.      .>>';'1 

■  •  •         :»:'  *^-.-*', •-*j'----  it 

(1)  PI«M«  print  or  tjrpt  (If  simc*  is  inukqtwU  atudi  Mparmte  ii»Mct).  ^         '  ^       i* 

•    Ct)  Tlw  torn  "•lock"  it  MliMd  in  I  t21J(0  of  B«g«laUo«  U.  .  .  'T  ,'1   '       '««i 

(t)  Pkrt  I  (3)  Mid  (4)  nMdb«  flllad  ia  oiriy  if  IW  furpom«f  lk«  oviHdmribaim  Ptet  I  (I)  ia«llMr  tt«itep«r^'' 

dwM  or  carry  margin  itaek. 
H)  In  PMt  II  "MiirM  of  vahiotien"  nood  bo  flllod  io  oaly  if  mmIi  omu««  ia  «tlMr  Ikaa  nsolariy  M>if*ii  iitfonMrtton^*; 
•     IH  Journal  of  Kworal  circulation.  "^ 

(f )  Part  n  nood  not  bo  cenplotod  ia  tJio  eaao  of  a  erodit  of  tS.000  or  Icm  which  li  not  for  Iko  purpooo  of  pnchaataf  «•  ^ 
carvylBf  aMrgin  stock.  Houwvor.  in  such  caaas.  Part  I  most  bo  eomplaloH  as  if  Part  II  won  etiayloftod. 

PARTI  (to becomptotodlvcastonMrU))  .  ^'-  ' -^^^Aiif^  .  '^r^^^^^ 

(1)  Th*  porpoM  of  this  c^it  in  Um  amoimt  of  %1§.^SS&Z,  Mcursd  ia  wteli  or  ia  p«rt  bj  • 

'  ^  .  \.    •  -    ' .     . 

tbo  ftodi  Ustod  in  Put  II  (A)  and  (B)  is  (dcoeribo  in  doUil) :; '^ •• 


ti!\ 


— : r: — ~r-^ 


(2)  Thii  bonk. S»c^m.»«l  Bank_ 


(Nmm  af  teMki 

•fiMd  to  txtond,  to  tho  undonignod,  tho  following  cndiU  in  odditioB  to  the  caKlit  doKribod  on  this  fonn'i 
(itamise  and  deacribo  briefly,  including  amoonta  and  collataral  if  any).  If  nona.  ao  atata '. — 1 .'-; 

:■  Mx  .•     •  •  ■    •  •  .     ■  ■•   ■■   \     ■  ■■■■'■■'^1:% 

'  (S)  la  any  of  tho  coUatcral  liatad  in  Part  U  (A)  or  (B)  to  bo  daUvarad,  or  baa  aay  aaeh  ooDatatal 

•    baaa  dalHarad,  from  a  bank,  teokar,  .daalar»  qr  panmi  othar  than  tho  undaraignf^JIg^p^lQi »  Np  ff 

If  yoa,  from  whomT J Againat  pajroMntT     Taa  Q  .  No  Q 


■m-J-  "■   (4):Haa  any  of  tha  collataral  liatad  in  Pa^II  (A)  or  (B)  baan  owned  laaa^tliaa  afaclmoathaT, 
Yaa  D    ^^  Jp      >'  y^  idenUfy  ail  such  coHatenTa^  < 


I  haa  (have)  read  thb  form  and  hereby  certifiea 
kwwIedgtaBd  beUef  the  infenaatloa  cwstateed  fa  Mib  form  b 

SIGNED  - ---• ■r-.-r- ~        SIGNED 
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PAVUjtoUeompletodbybuk)     ,  *  '         •;,.'-/      -V"ffi^'«3r3^^ 

'      (A)  CoUatenit«MisisUiif  of  itodc.  othu*  than  debt  Mcurili«  toovcrtiUt  into  nnrgi»- atoelL'TlM^^ 
kMA  vahM  of  •iieh  itocli  uodo^  the/current  Suppleiiieiit  to  Rogulatioii  U  b  .....^ par  eaH.  "^  ^>. 

mtmmtr  •      -^ 


!••.•«  *M« 

fc»w< 

»rtw*<r^    " 

•    <*••••' 

«  V 

(B)  CoDatoral  oonsittinff  of  debl  soearftiM  eonvortiblt  into  inariiii  stock.  TIm  Ioui  valofof-MiclKi'^ 
Mcurititi  nador  tho  cuimt  SupptaflMBttto  Rogulfttkm  U  b ptr  oHt.     -         -.  ,  '^  > 


'   rvmlH 

...       .    : 

•    •■   ' 

MafMvHa 

ssr 

9* 

<;'*"f^*i!^* 

.      .    ■'    *     IV 

«  . 

1 


.>.'i-    •   V  *•    M  .'-r  ■•  •  •   •■  •»; 


(O  other  colbtMral. 


^  #//   4//S 


n«  vndcnifncd,  a  duly  aothoriatd  oOko'  of  tho  baiiki 
Mbjoct  to  Rcgvbtion  U.  has  raid  thb  form,  ha»  acoeptod 
faith  as  dcflnsd  bstow*.  aad  Jwrsby  ccrtiSss  and  aftrma 
nUkMd  SBthb  fsta  b  tma,  accwats, 


SIGNED 


Chemical  Bank 

*  Ictulation  U  rcquim  that  tht  cuitomcr^  utatemciiroii  this  form  bt  uc««pt«d  hj  m  oflktr  of  tK*  baak  actins  in 
faith.  Good  faith  rwiuirva  that  such  officer  <1)  muat  bo  alort'  to  tho  HmimsUncoa  aamadiaf  .tho  crtdit,  and  (»  if  ho 
any  informati*ii  which  wouM  cauac  a  prvdont  man  not  to  acrrpt  tho  ■Utcmcnt  without  rnqniRy.  has  invostisntod  and  is  si 
iod  that  tho  statomcnt  is  trathful.  Kmot^  tho  facU  which  woMid  roqviro  sock  iawsstifcalioa  aro  rscoipi  of  tho  ital 
throvfh  tho  mail  or  from  a  third  party.  .  <         .     .  i^Vr*?!^"  *  ■^S'*^ 

THIS  FORM  MUST  BE  RETAINED  BY  THB  BANK  FOR  AT  LEAST  THREE  YEARS  AFTER  THE;. ;-^ 
TERMINATION  OF  THIS.  CREDIT  #  .  v    r  , '  r 
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'^^     '^        The  Nalional  Bank  of  Georgia.  54  Peachtree  Street  N  W.Atlanta  Ga'30301    J),)#^^ 
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»  J.  ■eAVAHiiMet*,  Mcpq^ 


U.S.  HOUSE  OF  REPRESENTATIVES 

SuaCOMMITTCE  0P(  FINANCIAL  INSHTUTIO Pf 5 
t^Z!^!r^  SUPEffVISIO N.  REGUUTIO N  AN D  I NS U HANCE 

OF  TMC 

COMMITTEE  ON  BANtdMC.  FINANCE  AND  URBAN  AFFAIRS 

HiMlTY-rtrTH  CONQntVB 

WASHINGTON,  DM.    20515 
September  20,  1977 


Mr.  John  F.  HcGUllcuddy 

President 

Manufacturers-Hanover  Trust  Company 

350  Park  Avenue 

Nev  York,  Nev  York  10022 

Dear  Mr.  McGllllcuddy: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
Issued  a  chree^voluae  report  entlclodt  "Inquiry  Into  Certain  Matters 
Relating  to  T,  Bertram  Lsnce  and  Various  Financial  Inatl tut  ions,"  in 
t^hicb  youT  baak  was  ment-lofied.  This  report  hae  rateed  aeveral  questions 
which  the  Subcanaittee  would  like  arwwerad  In  connection  %rith  their 
contiDutng  oversight  and  legialatlve  TespDnaibllltieftHr 

1.  Please  provide  the  SubcDfraaittee  with  Che  dat^a  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  In  thle  account.  The  Subcommittee  has  been  Informed  by 
bank  rtgulfltore  teatifylng  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3»  PUase  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  Che  Kat tonal  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

A.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subconnlttee  with  your  own  bank's  analysis 
of  the  balances  in  this  account  from  1973  to  date.  The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  Bank  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 
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Mr.  John  McGllllcuddy  -2-       SepCenber  20,  1977 

7.  Please  provide  the  Subconnittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

8.  Please  provide  the  Subconnittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments.  I.e.,  how  Is 
Infornatlon  shared  aoong  your  lending  officers  and  your  correspondent 
department  officers? 

9.  Please  provide  the  SubcooMlttee  with  a  copy  of  your,  current 
operating  policy  regardli^  loans  to  purchase  bank  stock  with  the 
bank  stock  serving  as  collateral. 

10.  The  Comptroller's  report  relates  that  on  December  22,  1976  a 
demand  depoalt  accouac  was  Bet   up  «t  your  bank  which  allowed  a  company 
called  Argent  lov^aiors  Ma nag men c  Corporation  to  act  on  the  National 
Bank  of  Georgia  s   behalf  with  regard  to  securities  owned  by  NBG  and 
held  at  your  bank  for  aafe keeping  or  custody.  On  April  18,  1977  the 
board  of  directors  of  the  Katlonal  Bank  of  Georgia  passed  a  resolution 
to  dlscontlEwe  this  account  and  to  so  Inform  your  bank.  Correspondence 
In  the  Ccinptroller  s   report  Indicates  that  the  National  Bank  of  Georgia 
suffered  losses  from  this  arrangement. 

Does  your  bank  have  any  other  third-party  arrangements  with  their 
correspondent  banks  such  as  described  above?  Please  provide  the  Subcommittee 
your  own  bank 'a  analyses  of  this  account  from  December,  1976  through 
April,  1977   Pieaae  provide  the  Subcommittee  with  any  written  material 
you  were  provided  concerning  Argent  Investors  Management  Corporation. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 

Sincerely, 


Germain 


FJStG:mLr 
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MANUFACTURERS  HANOVER  TRUST  COMPANY 

3SO   PARK   AVENUE    NEW  YORK.  H   Y   10022 


LcoAt  oE»v.RTMCNT  September  29,    1977 

Mr.  Bernard  J.  St  Germain,  Chairman 
U.S.  House  of  Representatives 
Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

of  the  Committee  on  Banking,  Finance 

and  Urban  Affairs 
Ninety-Fifth  Congress 
Washington,  D.  C.   20515 

Dear  Mr.  Chairman: 

Reference  is  made  to  your  letter  of  September 
20,  1977  requesting  that  certain  information  concerning 
the  accounts  referred  to  therein  maintained  with  Manu- 
facturers Hanover  Trust  Company  be  provided  to  your 
Subcommittee . 

To  the  extent  available  and  feasible  the  in- 
formation and  documents  requested  will  be  accummulated 
and  submitted  to  the  Subcommittee  as  promptly  as  prac- 
ticable.  However,  a  good  deal  of  the  information  re- 
quested relates  to  the  business  and  financial  affairs 
of  customers  which  are  confidential  €md  accordingly  can 
not  be  voluntarily  disclosed  or  released. 

Accordingly,  it  is  respectfully  requested  that 
an  appropriate  subpoena  be  issued  to  provide  a  proper 
basis  for  a  response  to  your  letter. 

Very  jteruly  yours , 


Subcommittee  Members 
Mr.  Reuss 


Ernest  D.  Stein 
Senior  Vice  President 
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niANK  AMNUNSIOl  iul. 
JAMCS  M.   HANUCV,  N.V. 

U.S.  HOUSE  OF  REPRESENTATIVES 


__  SUBCOMMITTEE  ON  RNANCIAL  INSTITUTIONS 

CAVANAUON.  M 


NONIMAN  C.  O-AMOUn*.  tLM. 

JOHN  J.  utfTALcc  N.V.  SUPERVISION.  REGULATION  AND  INSURANCE 

CUFFOne  AIXKN.  rwHH,  ^  fll2 


COMMITTEE  ON  BANKING.  RNANCE  AND  URBAN  AFFAIRS 
Nii«mr>npTN  coNomtaa 

WASHINGTON.  D.C.    2051S 
Septe^er  20,   1977 


Mr.  Richard  L.  Thonas,  Fresldeat 
First  National  Bank  of  Chicago 
Dae  First  National  Plasa 
Chicago,  Illinois  60670 

Dear  Mr.  Thonas: 

As  you  know,  on  August  18,  1977  the  Cooptroller  of  the  Currency 
issued  a  three>^olume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram.  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  nentioned.  This  report  has  raised  several  questions 
which  the  Subcopiitteft  would  like  answered  in  connection  with  their 
continuing  overstghr  and  legislative  responsibilities. 

1.  Please  provide  the  Subconmittee  %rith  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subconmittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.  The  Subcosnittee  has  been  inforaed  by 
bank  regulators  testifying  this  nonth  that  nost  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

A.  Please  provide  the  Subcomnftttee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

5.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 
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Mr.  Richard  L.  Thonas,  President      -2-       September  20»  1977 

6.  On  January  6  of  this  year,  your  bank  inade  tvo  loans  to  Mr.  and 
Mrs.  T.  Bertram  Lance  In  the  amounts  of  $1,800,000  secured  and  $1,625,000 
unsecured,  for  a  total  exposure  of  $3,425,000.  On  July  7,  1977,  your 
bank  rewrote  these  into  one  note  for  $3,435,000  signed  by  Thomas 
Mitchell,  trustee. 

Please  provide  the  Subcommittee  with  your  own  bank's  internal 
classification  of  this  debt.  Please  indicate  to  the  Subcommittee  what 
collateral  exists  behind  this  loan  and  the  dates  on  which  such  collateral 
was  secured.  Please  indicate  to  the  Subcommittee  the  changes  in  the 
collateral  securing  this  indebtedness  on  a  transaction  by  transaction  basis 
and  provide  the  dates  of  these  transactions. 

7.  Senate  testimony  indicates  that  national  bank  examiners  have 
recently  examined  this  indebtedness  at  your  bank. 

Please  provide  the  Subcommittee  with  the  classification  assigned  to 
this  indebtedness  by  these  national  bank  examiners  and  any  collateral 
improvement  steps  suggested  by  these  examiners. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 

Sincerely, 


im^^ 


f,  St  Germain 
FJStG:mLr  ^ 
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THS  FIRST  NATIONAt.  BAI^K  OF  CHIOAQO 


October  25,  1977 


The  Honorable  Pernand  J.  St  Germain 
Chairman 

Subcommittee  on  Financial  Institutions 
Supervision,  Regjulatlon  and  Insurance 
U.S.  House  of  Representatives 
Washington,  D.C.   20515 

Dear  Mr.  Chairman: 

In  response  to  your  letter  dated  September  20,  1977,  we  submit 
the  following: 

Question  (1)   Please  provide  the  Subcommittee  with  the  dates 
of  opening  and  any  closing  of  the  correspondent  account  of  the 
National  Bank  of  Georgia  ("NBQ")  at  your  bank. 

Answer :  March  31,  1976  -  Account  opened  by  Hamilton  Bank 
smd  Trust  Co. 

April,  1976  -  NBG  Board  authorizes  The  First 
National  Bank  of  Chicago  ("FNBC")  as  approved  depository. 

October,  1976  -  Hamilton  Bank  af  Georgia  acquired 
by  NBG  and  title  of  our  Hamilton  account  changed  to  NBG. 

November  10,  1976  -  NBG  closed  former  Hamilton 
Bank  account. 

December  8,  1976  -  NBG  opened  account  with  FNBC 
with  $50,000  Initial  deposit,  smd  such  account  remains  open  today. 

Question  (2)  Please  provide  the  Subcommittee  with  your  own 
bank's  analysis  of  the  balances  In  this  account.   The  Subcommittee 
has  been  Informed  by  bank  regulators  testifying  this  month  that 
most  banks  prepared  these  analyses  monthly. 
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TtaB  FiHBT  Natiokal  Bank  or  Chicago 

coNTiNuiNo  OUR  LcTTCR  OF  Qctobep  25,   1977 

s«««T  No     Two 

Answer :  We  give  you  herewith  the  most  recent  data 
(August,  1977)  which  have  been  collected  on  the  NBG  correspondent 
account  (dollars  In  thousands). 

Book       Available     Free 
Balance      Balance     Balance 

Current  Month  228  228  219 

Last  Month  225  225  220 

Year  To  Date  l66  l66  l6l 

Last  Year  3  3  3 

Question  (3)  Please  provide  the  Subcommittee  with  an  analyses 
[sic]  of  the  services  provided  NBG  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis. 

Answer :   The  services  provided  by  PNBC  can  be  grouped  as 
follows : 

a)  advice  on  the  development  of  NBO»s 
corporate  banking  business  and  the 
development  of  relationships  with 
corporations  outside  the  Immediate 
Atlanta  area, 

b)  training  of  NBG  personnel,  specifically 
David  Lance,  Commercial  Officer,  who 
trained  at  PNBC  for  eight  weeks, 

c)  assistance  In  asset  and  liability  manage- 
ment; this  has  Involved  PNBC  personnel 
visiting  Atlanta  amd  discussing  asset  and 
liability  management  techniques, 

d)  the  trading  of  "Federal  Funds"  with  NBG, 

The  above  services  are  In  addition  to  regular  operat- 
ing services.  The  profit  on  NBG  account  after  deducting  the  cost 
of  regular  operating  services,  but  before  any  deduction  for  cost 
or  fair  market  value  of  services  In  the  four  areas  cited  above, 
averaged  approximately  $600  per  month  for  the  first  eight  months 
of  this  year. 

Question  (4)   Please  provide  the  Subcommittee  with  a  copy  of 
youp  bank's  written  policies  governing  the  operations  of  corres- 
pondent accounts . 
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T^B  FkRST  Natiokal  Bank  or  Chicago 

coNTiNuiNo  OUR  LcTTin  OF      Octobcr  25,   1977 

snc.t  no       Three 

Answer ;  PNBC  has  no  written  policies  governing  the  opera- 
tlons  of  correspondent  accounts. 

Question  (5)  Please  provide  the  Subcommittee  with  copies 
of  the  written  policies  at  your  bank  regarding  the  separation 
of  departments.  I.e.,  how  Is  Information  shared  among  your 
lending  officers  and  your  correspondent  department  officers? 

Answer;  FNBC  has  no  written  policy  relating  to  the  sharing, 
of  Information  eimong  lending  officers  and  correspondent  bank 
department  officers.  PNBC  has  no  general  written  policy  regard- 
ing the  separation  of  the  lending  department  from  the  correspondent 
bank  department;  however,  there  Is  a  bank  policy  relating  to 
which  department  handles  loans  to  bank  officers  or  shareholders 
which  are  collateralized  by  securities  of  the  bank  with  which 
the  borrower  Is  employed.  Such  written  policy  Is  as  follows: 

Loans  to  bank  officers,  employees, 
directors  or  stockholders,  secured  by  stock, 
bonds  or  notes  (whether  closely  held  or 
publicly  traded)  of  the  bank  or  bank  holding 
company  with  which  the  borrower  Is  employed 
or  affiliated  or  a  loan  to  a  bank  officer 
or  employee  to  finance  the  exercise  of  an 
option  to  purchase  stock  of  a  bank  or  bank 
holding  company,  regardless  of  whether  such 
loan  Is  secured  or  unsecured,  must  be 
handled  by  the  Executive/Professional 
Banking  Division  of  the  Personal  Beunklng 
Department . 

Each  such  loan  must  be  priced  and 
Justified  solely  on  Its  merits  (Including 
a  satisfactory  personel  financial  statement 
where  appropriate).  I.e.,  priced  without 
consideration  of  any  correspondent  bank, 
bank  holding  company  or  other  corporate  demand 
deposit  balances  or  relationships  which  may 
be  maintained  at  this  bank  by  the  borrower's 
employer  or  affiliate. 

Question  (6)  On  January  6  of  this  year,  your  bank  made  two 
loans  to  Mr.  and  Mrs.  T.  Bertram  Lance  In  the  amounts  of  $1,800,000 
secured  and  $1,625>000  unsecured,  for  a  total  exposure  of 
$3,^25,000.  On  July  7,  1977,  your  bank  rewrote  these  Into  one 
note  for  $3,^35,000  [sic],  signed  by  Thomas  Mitchell,  trustee. 
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TUm  FiwtBT  National  Bamk  or  Chicago 

coNTiNuiNo  oun  LtTTtn  OF    Qctoter  25,   1977 

smcct  no     Four 

Please  provide  the  Subcommittee  with  your  own 
bank's  Internal  classification  of  this  debt.   Please  indicate  to 
the  Subcommittee  what  collateral  exists  behind  this  loan  and  the 
dates  on  which  such  collateral  was  secured.   Please  indicate  to 
the  Subcommittee  the  changes  in  the  collateral  securing  this 
indebtedness  on  a  transaction  by  transaction  basis  and  provide 
the  dates  of  these  transactions. 

Answer;  We  consider  our  internal  classification  of  any 
indebtedness  to  be  a  private  and  internal  matter. 

Attached  as  Exhibit  A  is  a  summary  of  the  collateral 
securing  FNBC*s  loans  to  the  T.  Bert  Lance  and  LaBelle  Lance 
Personal  Assets  Trust  u/a/d  January  21,  1977,  Thomas  Mitchell, 
trustee.   There  have  been  no  substitutions  or  withdrawals  of 
collateral  by  the  borrower  although  collateral  has  been  delivered 
to  transfer  agents  for  re-registration  in  certain  cases. 

Question  (7)  Senate  testimony  indicates  that  national  bank 
examiners  have  recently  examined  this  indebtedness  at  your  bank. 

Please  provide  the  Subcommittee  with  the 
classification  assigned  to  this  indebtedness  by  these  national 
bank  examiners  and  any  collateral  improvement  steps  suggested  by 
these  examiners . 

Answer;   Although  disclosure  by  PNBC  of  the  classification 
of  this  loan  by  the  national  bank  examiners  may  result  in  a  vio- 
lation of  the  provisions  of  12  C.P.R.  §^.l8(c)  and  Comptroller 
of  the  Currency  Interpretive  Ruling  #7.6025 (c),  we  note  that 
Mr.  Heimann,  the  Comptroller  of  the  Currency,  has  publicly  stated 
that  the  loan  has  been  classified  substandard,  a  classification 
with  which  FNBC  does  not  concur. 

Very  truly. yours, 

Richard  L.  Thomas 
President 

RLT:sb 
attachments 
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EXHIBIT  A 
SUMMARY  OP  COLLATERAL 


DATE 
RECEIVED 


1/10/77 


l/lA/ll 


5/24/77 
7/21/77 


DESCRIPTION 

Calhoun  First  National  Bank 

-  Conmon  Stock 

National  Bank  of  Georgia 

-  Connon  Capital  Stock 

KafiaachaaettA  Mutual  Life  Insurance  Company 
Pa    icy  No      5     02  91     On  the  Life  of  Thonas 
e     Lance   In  the  amcunt  of   $750,000.00 
Ifeatly  R«D«v«ble  Teio  Life 

National  Life   Insurance  CompAny 
Policy  No.    15520       On   the  Life  of  Thomas 
B.   Lance   in  the  aofount  of   $750,000.00 
Yearly  Renewable  Tern  Life 

Provident  Life  and  Accident  Insurance  Company 
Policy  No.   fiBl^O     On-  th«  Life  of  Thomas  B. 
Lance   in  the  amount  of  $500,000.00 

National  Bank  of  Georgia 
-Common  Capital  Stock 

Abercrombie  fc   Pitch  Company 

-  Common  Stock 

American  Buildings  Company 

-  Common  Stock 

American  Telephone  and  Telegraph  Company 

-  Common  Stock 

American  Telephone  and  Telegraph  Company 

-  Thirty  Year  Debenture 

American  Telephone  and  Telegraph  Company 

-  Convertible  Preferred  Shares 

Anacomp,   Inc.   -  Common  Stock 


NUMBER  OF  SBARB6 
OR  FACE  AMOUNT 


8,375 
148,118 


14,811 

12£ 

500 

20 

$900 

5 
125 
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DATE 
RBCBIVBD 

7/21/77 
continued 


DESCRIPTIOH 

Anglo  American  Corporation  of  South  Africa, 
Limited  -  American  Depositary  Receipt 

Anglo  Amer lean  Gold  Investment  Company^ 
Limited  -  American.  Depositary  Receipt 

Astro  Dye  Works,  Inc.  -  Capital  Stock 

Atlantic  American  Corporation  -  Common  Stock 

Atlantic  Richfield  Company  -  Common  Stock 

Bank  Building  ft  Equipment  Corporation  of 
America   tdjuDion  StQck 

Barden  Corporation  -  Common  Stock 

Calhoun  First  National  Bank  -  Common  Capital 
Stock 


NUMBER  OP  SHARES 
OR  PACE  AMOUNT 


500 


200 

100 

2,000 

40 

300 
30 

1,047 


Campbell  Chlbougamau  Mines  LTD.  -  Class  A 

Capital  Stock  500 

Castle  ft  Cooke,  Inc.  -  Common  Stock  1 

Chase  Manhattan  Bank  (National  Association) 
-  Convertible  Capital  Note  $300 

Chase  Manhattan  Corporation  -  Common  Stock  27 

Citisens  and  Southern  Realty  Investors 

-  Shares  of  Beneficial  Interest  100 

Coca-^ola  Company  -  Common  Stock  15 

Coeur  D'Alene  Mines  Corporation 

-  Common  Stock  120 

Computer  Sciences  Corporation 

-  Common  Stock  10 

Concrete  Products,  Inc.-  Common  Stock  1,700 

Concrete  Products,  Inc.-  Registered 

Subordinated  Debenture  $5,280 


O-  77'pt.2  '27 
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DATE 
RECEIVED 


DESCRIPTION 


NUMBER  OP  SHARES 
OR  FACE  AMOONT 


continued 


Conroy,  Inc.  -  Conunon  Stock 

Cousins  Mortgage  and  Equity  InvestBents 
-Shares  of  Beneficial  Interest 

Cousins  Properties  Incorporated-Coaaon  Stock 

Day  Mines,  Inc.  -  Coanon  Stock 

De  Beers  Consolidated  Nines  Linited 
-  Anerican  Depositary  Receipt 


Desota  Palls  Spinners,  Inc. 
Stock 


ConoBon  Capital 


Digital  Bquipnent  Corporation-  Connon  Stock 

Bastaet  Corporation  -  Common  Stock 

Electronic  Data  Systems  Corporation-  Common 
Stock 

Energy  Reserves  Group,  Inc.-  Common  Stock 

Porward  Pairmount  Development  Corp.  -  Capital 
Stock 

Pree  State  Geduld  Mines  Limited-  American 
Depositary  Receipt 

Galaxy  Carpet  Mills,  Inc.  -  Common  Stock 

General  Motors  Corporation  -  Common  Stock 

Gray  Communications  Systems, Inc. -Common  Stock 

International  Business  Machines 
Corporation  -  Capital  Stock 

Ionics,  Incorporated  -  Common  Stock 

Kenton  Corporation  -  Common  Stock 

Kloof  Gold  N in ins  Conpany  Limited 
-American  Depos  tafy  Receipt: 

Levin  Computer  Corporation  -  Common  Stock 

LTV  Corporation  -  Common  Stock 

Memorex  Corporation  -  Common  Stock 


300 

100 
390 
200 

1,000 

8,198 

30 

450 

25 

100 

3,500 

100 

1,450 

17 

150 

1 
25 
10 

100 

9 

33 

10 
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DATE  NUMBER  OP  SHARES 

RECEIVED         DESCRIPTION  OR  FACE  AMOUNT 

National  Airlines  Incorporated-  CoMK>n  Stock  100 

National  Bank  of  Georgia  -  Common  Capital 

Stock  770 

National  City  Bank  of  Rome  -  Common  Capital 

Stock  443 

Nationwide  Corporation  -  Class  A  Common  Shares  800 

NCR  Corporation-  Common  Stock  20 

Northwest  Georgia  Bank  -  Capital  Stock  2,700 

Optical  Scanning  Corporation  -  Common  Stock  10 

Pato  Consolidated  Gold  Dredging  Limited 

-Capital  Stock  1,000 

Penn  Corporation  -  Common  Stock  400 

Polaroid  Corporation  -  Common  Stock  10 

Reserve  Oil  and  Gas  Company  -  Common  Stock  9 

Saunders  Leasing  System,  Inc.  -  Common  Stock  150 

Shaw  Industries,  Inc.  -  Common  Stock  421 

Silver  Dollar  Mining  Company  -  Common  Stock  200 

Tenneco  Offshore  Company,  Inc. 

-Common  Stock  1,500 

Tenneco  Offshore  Company,  Inc. 

-  Convertible  Debenture  $5,000 

Textron  Inc.-  Common  Stock  33 

Tiffany  ft  Company  -  Common  Stock  190 

Triangle  Corporation  300 

Tri-South  Mortgage  Investors 

-Shares  of  Beneficial  Interest  100 

Unicapital  Corporation  -  Common  Stock  400 
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DATB 
RBCBIVED 


DESCRIPTION 


NUMBER  OP  SHARES 
OR  PACE  AMODMT 


7/21/77 
continued 


8/15/77 


8/24/77 


United  Keno  Hill  Miles  Limited-  Capital 
Stock 

US  Life  Corporation  -  Comaon  Stock 

Visual  Sciences,  Inc.  -  Comnon  Stock 

Wa  Sko  Gold  Products  Corp.  -  Coaaon  Shares 

Western  Deep  Levels  Llalted  -  Anerlcan 
Depositary  Receipt 

Western  Holdings  Limited  -  Anerlcan  Depositary 
Receipt 

Windsor  Life  Insurance  Company  of  America- 
Capital  Stock 


World-Wide  Coin  Investments,  LTD 
Stock 


Common 


Coca-Cola  Company  -  Common  Stock 

Cohutta  Banking  Company  -  Capital  Stock 

Digital  Equipment  Corporation-  Common  Stock 

National  Bank  of  Georgia-  Common  Capital 
Stock 

Shaw  Industries  Inc.  -  Common  Stock 

Walker  County  Bank  -  Common  Stock 

Associated  Coca-Cola  Bottling  Co., 
Inc.    -  Common  Stock 

Conchemco,  Incorporated  -  Comnon  Stock 

Control  Data  Corporation  -  Common  Stock 

Delta  Air  Lines,  Inc.  -  Common  Stock 

E  G  ft  G,  Inc.  -  Common  Stock 

Pranklin  Mint  Corporation  -  Common  Stock 

Puqua  Industries,  Inc.  -  Common  Stock 

Hecla  Mining  Company  -  Capital  Stock 


200 

96 

924 

1,350 

100 

100 

200 

1,000 
15 

1,636 
30 

840 
42 
28 

100 
100 
600 
100 
500 
400 
1,500 
200 
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DATE 
RECEIVED 


DESCRIPTION 


NUMBER  OP  SHARES 
OR  PACE  AMOOMT 


8/26/77 
8/30/77 


Midland  Company  -  Connon  Stock 

National  Service  Industries,  Inc. -Common  Stock 

Natomas  Company  -  Common  Stock 

Norton  Simon,  Inc.  -  Common  Stock 

Scotty's  Inc.  -  Common  Stock 

Shaw  Industries,  Inc.  -  Common  Stock 

Southdown,  Inc.  -  Common.  Stock 

Sybron  Corporation  -  Common  Stock 

Texasgulf  Inc.  -  Common  Stock 

Textron  Inc.  -  Common  Stock 

Tropicana  Products,  Inc.  -  Common  Stock 

UAL,  Inc.  -  Common  Stock 

Western  Air  Lines,  Inc..  -  Capital  Stock 

Williams  Companies  -  Common  Stock 

Unique  Processing  Company,  Inc.  -  Capital  ^tock 

Hecla  Mining  Company  -  Capital  Stock 

Midland  Company  -  Common  Stock 

Natomas  Company  -  Common  Stock 

Norton  Simon,  Inc.  -  Common  Stock 

O'Kiep  Copper  Company  Limited  - 
Certificate  fo   Aflie  lean  Shares'* 

O'Kiep  Coppe  Company  Liioited  - 
Certificate  for  "American  Shares* 

Shaw  Industries,  Inc.  -  Common. Stock < 

Sybron  Corporation  -  Common  Stock. 

Texasgulf  Inc.  -  Common  Stock 


200 

1,000 

100 

200 

400 

700 

400 

400 

100 

100 

200 

200 

200 

200 

500 

16 

20 

81 

25 

30 

20 
31 
72 
58 
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DATE 
RECEIVED 


9/6/77 


9/12/77 


DESCRIPTION 


NUMBER  OP  SHARES 
OR  PACE  AMOUNT 


9/13/77 
9/21/77 


Textron  Inc.  -  Connon  Stock  5 

Union  Oil  Company  of  California  -  Comnon  Stock  3 

Western  Air  Lines,  Inc.  -Common  Stock  (Stamped)  78 

Mortgage  of  residence  in  Atlanta,  Georgia 

Mortgage  on  real  estate  parcels  in  Gordon  County, 
Georgia 

Mortgage  of  home  in  Sea  Island,  Georgia 

American  Petrofina,  Incoporated  -  Class  A  Stock     100 

Anglo  American  Gold  Investment  Company  Limited 

-  American  Depositary  Receipt  100 

Commercial  Alliance  Corporation  -  Common  Stock      200 

Eastern  Air  Lines,  Inc.  -  Common  Stock  300 

Pree  State  Geduld  Mines  Limited  -  American 

Depositary  Receipt  100 

Nytronics,  Inc.  -  Capital  Stock  10 

G  R  I  Corporation  -  Common  Shares  300 

Commercial  Alliance  Corporation-  Cumulative 

Preferred  Stock  10 
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O  J.  ST  ACMMMN.  MX.  CHMMMAN 


MHU  H.   H*wl4V.  KV. 


U.S.  HOUSE  OF  REPRESENTATIVES 


■»*e«**  ■- *»^l5*     „  ^UBCOlHMinEEONRNAMClAUINSTlTUtlONS 

SUPERV  tSIO  N.  Fir(^LAT;  ON  AW  D  1 NSU  R ANCE 

Of  Ti* 

COMMITTEE  ON  BANKr^G.  Fltt^NCE  AND  URBAN  AFFAIRS 

NiPfffTy-FiirTM  CoHonua 

WASHINGTON.  D.a    20SI5 


f^yM.MMm^*i.  HtM 


September  20,  1977 

Mr.  C.  H.  Butcher*  Jr. 

Chalraan.and  Chief  Executive  Officer 

United  Aaerican  Bank  in  Nashville 

200  Fourth  Avenue,  North 

Box  2508 

Nashville,  Tennessee  37219 

Dear  Mr.  Butcher: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  thr^e-volune  report  entltledj  "Inquiry  Itito  Certain  Matters 
Belattng  to  T»  Bertraa  Lance  aiid  VatIous  Floanclftl  Institutions,"  in  which 
your  batik  vas  nent toned   Tbte  report  haa  tftlsed  iieveral  questions 
vhlch  the  SubcooDlttee  Mould  Uke  anawered  In  cofinection  with  their 
continuing  c?ver sight  and  leglalative  reflponaibllttleft 

1.  Please  provide  the  Subctnmlttea  vlth  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.  The  Subcoonittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subconnlttee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 

any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  baliii^cefl  in  this  account  from  1973  to  date.   The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  and  your  analyses  of  the  costs 

of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 

7.  Please  provide  tb«  Subcomalttce  with  a  copy  of  your  bank's  mrltten 
policies  governing  the  operations  of  correnpondent  accounts. 

8.  Please  provide  the  Subconnlttee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments »  l.e.»  how  is 
InfoBtatlon  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


FJStG:mLr 
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200  FOURTH  AVENUE.  NORTH/NASHVILLE,  TENNESSEE  37219/(615)  259-4488 


FRANK  A.  WOODS 

UNITED  AMERCAN  BANK  president 

November  7,  1977 


Mr.  Fernand  J.  St  Gennaln 

Chalnnan 

U.  S.  House  of  Representatives 

Subcommittee  on  Financial  Institutions 

Supervision,  Regulation  and  Insurance 

of  the  Committee  on  Banking,  Finance  and  Urban  Affairs 

Ninety-Fifth  Congress 

Washington,  D.  C.  20515 

Dear  Mr.  St  Germain: 

The  purpose  of  this  letter  Is  to  respond  on  behalf  of  United  American 
Bank  of  Nashville  to  your  letter  dated  September  20,  1977,  requesting  certain 
Information  pertaining  to  your  continuing  oversight  and  legislative 
responsibilities  as  they  relate  to  the  Comptroller  of  the  Currency  report 
entitled  "Inquiry  Into  Certain  Matters  Relating  to  T.  Bertram  Lance  and 
Various  Financial  Institutions". 

Your  letter  of  September  20  sets  forth  eight  specific  questions 
and  I  will  attempt  to  answer  each  one  as  follows: 

1.  The  National  Bank  of  Georgia  opened  an  account  with  this 
Bank  on  September  23,  1976,  and  the  account  was  closed 
on  October  18,  1977. 

2.  Attached  as  Exhibit  A  Is  a  memorandum  prepared  by  Alan 
Haefele,  who  Is  a  Senior  Vice  President  of  this  Bank  In 
charge  of  the  Operations/Financial  Management  Division. 
This  sumnary  memorandum  analyzes  the  account  during  Its 
most  active  period  and  during  the  period  since  February, 
1977,  when  there  were  fewer  services  being  provided. 

3.  Exhibit  A  contains  this  Information. 

4,5,and  6.  The  Calhoun  First  National  Bank  has  not  had  an  account 
with  this  Bank. 

7.  Attached  as  Exhibit  B  Is  one  of  our  Correspondent  Banking 
brochures  which  outlines  the  philosophy  and  general  policies 
for  Correspondent  banks. 
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Mr.  Fernand  J.  St  Germain 
Novenber  7,  1977 
Page  Tv#o 


8.  Attached  as  Exhibit  C  Is  a  management  chart  which  shows 
the  separation  of  the  major  departments  within  the  Bank, 
Including  the  Correspondent  Division.  Information  Is  shared 
among  our  lending  officers  and  our  Correspondent  Department 
officers  at  two  weekly  meetings:  one  on  Monday  of  the 
Correspondent  Committee  of  the  Bank  and  one  on  Friday  of 
the  Correspondent  Loan  Committee.  The  Senior  Management 
Committee  also  shares  Information  regarding  all  aspects 
of  this  Bank's  operations.  Attached  as  Exhitxit  D  Is  a  summary 
of  the  loan  committees  for  this  Bank. 

The  foregoing  should  provide  you  with  a  complete  sumnary  of 
relevant  answers  to  your  questions.  I  am  sorry  that  It  has  taken  several 
weeks  to  provide  this  Information,  but  I  felt  that  It  was  necessary  to 
receive  the  approval  of  an  Executive  Officer  of  the  National  Bank  of 
Georgia  before  releasing  the  Information  pertaining  to  their  account  and 
they  granted  such  permission  without  reservation.  I  also  wanted  to  re-check 
on  the  possible  existence  of  an  account  from  the  Calhoun  First  National  Bank 
for  which  our  Operations  Department  could  find  no  records  of  any  such  account. 

I  trust  that  you  will  find  this  letter  and  the  attached  Exhibits 
to  provide  all  of  the  Information  which  you  seek.  If  you  desire  ar^  additional 
Information  I  will  be  glad  to  provide  anything  that  you  request. 


Bestjregards » 
Frank  A.  Woods-.. 


vlh 
Attachments 
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EXHIBIT  A 


A  sunmary  of  activity  by  the  National  Bank  of  Georgia  at  UAB-Nasfaville 
is: 

9/23/76  Date  account  opened  with  $25,000  deposit 

9/23  to  9/30/76  Average  balance  $105,000 

160,000 


10/76 

11/76 

12/76 

1/77 

2/77  to  4/77 

5/77 

6/77 


206,000 

282,000 

79,000 

25,000 

1,000 

1,000 
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EXHIBH  A 

MEMORANDUM 


DATE:  November  2,   1977 

TO:  Frank  Woods 

FROM:  Alan  Haefele 
SUBJECT: 

Attached  is  the  sunmary  sheet  from  the  report  we  discussed 
which  has  been  updated  through  10/18/77  when  the  NBG  account  closed. 

The  average  balances  reflected  during  the  period  9/76  to  1/77 
are  Book  balances  and  do  not  reflect  the  true  value  of  the  account. 
The  average  collected  balance  for  the  period  in  question  was  approximately 
$86,300  as  evidenced  by  the  following  analysis. 


9/23/76   -  1/23/77 

Average  Book  Balance 
Less:  Average  Float 

Average  Collected  Balance 
Less:  Reserve  Requirement 

Average  Available  Balance 

Earnings  credit  for  available 
Balances  §  5.251  - 


Regular  Savings  Rendered 

Account  Maintenance  4  § 
Cash  Letters  Credited  166  § 
Items  Deposited  41,338  § 
Items  Paid  153  § 

Fund  Transfers  70  % 

Cost  of  Services  Rendered 


$166,400.00 
79.600.00 
86,800.00 
10.199.00 

$  76;601.00 

$  1,340.52 


2.00 

$ 

8.00 

.35 

58.10 

.03 

1,240.14 

.07 

10.71 

2.00 

140.00 

$ 

1,4S6.95 

Net  Cost  of  Services 

for  period  9/23/76  -  1/23/77 


116.43 


The  value  of  the  collected  balances  for  the  period  2/77  -  4/77, 
during  which  no  services  were  provided,  was  $289  which  made  up 
the  small  loss  incurred  while  the  account  was  active. 
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EXHIBIT  B 

UNITED  AMERICAN 
BANK 

NASHVILLE 

CORRESPONDENT 
BANKING 


CORRESPONDENT 
PRIORITY 


United  American  Bank  of  Nashville  began 
with  the  premise  that  our  special  scnices 
should  extend  beyond  our  individual  custom- 
ers and  be  especially  advantageous  to  our 
corresp>ondent  banks.  With  this  in  mind. 
United  American  has  developed  a  Correspon- 
dent Banking  Program  which  offers  unique 
and  profitable  services  not  usually  offered  to 
correspondents  by  other  banks. 

At  United  American,  Correspondent 
Banking  has  been  given  the  highest  priority 
in  the  total  goals  of  our  bank.  As  a  result, 
since  February  17.  1976,  (the  date  of  pur- 
chase of  the  bank  by  United  American's 
President,  Frank  A.  Woods  and  Chairman  of 
the  Board,  C.  H.  Butcher,  Jr.)  deposits  have 
grown  from  829,539,509  to  870,573,843 
on  December  31,  1976.  The  deposit  growth 
rate  of  140%  during  this  period  represents 
the  greatest  percentage  increase,  by  a  sub- 
stantial margin,  among  all  the  Nashville 
banks  and  probably  the  highest  among  any 
major  bank  in  our  region  during  this  period. 
People  with  dedication  and  "a  new  spirit 
in  banking"  make  our  program  work.  Your 
personal  encounter  with  our  staff* helps  us 
develop  management  solutions  for  you.  while 
keeping  us  attuned  to  your  needs. 
■  The  banking  backgrounds  of  C.  H.  Butcher,.  Jr. 
and  Frank  A.  Woods  originate  in  small 
banks.  With  their  knowledge  and  perspec- 
tive from  the  smaller  banker's  viewpoint, 
it  is  easy  for  United  American  to  meet  this 
strong  commitment  to  Correspondent 
ScrN'ices. 
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■  Bob  McFather  heads  our  Correspondent . 
Division  and  coordinates  die  direction  of 
our  management  talents  to  your  bank. 
Bob's  background  in  banking  is  rich  in 
correspondent  experience  and  especially 
strong  in  computer  services. 

■  Glenn  Leveridge,  Marion  Duncan  and 
Randol  Stephens  are  excellent  Correspon- 
dent Oflficers  and  their  dedication  and 
ability  to  meet  your  needs  are  unsurpassed. 

■  Finis  Nelson  and  Ed  Meeks  represent  a 
composite  eighty-plus  years  of  banking/ 
financial  experience.  Finis  is  also  one  of 
the  leading  investment  experts  in  banking 
today. 

■  Steve  Snowden  and  Jerry  Mason  manage 
Commercial  and  Consumer  Loan  Adminis- 
tration and  work  daily  on  Correspondent 
Banks'  credit  needs  and  policy  formula- 
tions. 

■  Alan  Haefele  supervises  the  Operations 
Division  of  our  bank  which  encompasses 
computer  functions,  safe-keeping  opera- 
tions services,  and  internal  administrative 
functions  for  Correspondent  Banks. 

■  Jodie  Wallace  heads  up  our  Business 
Development  with  many  successful,  pro- 
ductive development  ideas. 

■  Sandra  Duncan  can  assist  you  with  adver- 
tising and  marketing  concepts. 

Interaction  between  United  American  and 
your  bank  is  deemed  a  valuable  goal  for  both 
of  us.  As  people  who  represent  "a  new  spirit 
in  banking",  we  look  forward  to  developing 
a  Correspondent  Banking  program  to  meet 
all  of  your  needs. 


AN  INDEPENDENT 
BANK 


Large  holding  companies  often  let  their  state- 
wide bank  interest  interfere  with  many  of  the 
correspondent  services  they  offer.  United 
American  is  an  independent  bank  and  we 
believe  our  independence  enables  us  to  better 
assist  Correspondent  Banks.  We  provide  the 
type  of  services  that  allow  correspondents  to 
keep  ahead  of  their  competition,  thereby 
creating  opportunities  for  us  to  grow  togedier. 


EXAMINATION 
SERVICES 


United  American  has  a  bank  examination 
team  that  performs  » Directors'  Examination, 
meeting  the  requirements  of  surety  and  regu- 
latory agencies.  Access  to  systems  and 
management -discussion,  advice  from  our 
Auditing  Department,  and  assistance  in 
analyzing  specific  areas  are  also  available  to 
our  Correspondents. 


STATE  AND  FEDERAL 
GOVERNMENT 
LIAISON 


Interest  in  government  as  it  affects  the  bank- 
ing industry  is  important  to  our  Correspon- 
dents. Regular  participation  that  influences 
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banking  on  the  State  and  Federal  level  as 
well  as  our  geographic,  capitol  city  location 
are  advantages  that  enable  us  to  deal  with 
matters  requiring  immediate  action. 


ADVISORY  SERVICES 

ON  ALL 

GOVERNMENT  AND 

REGULATORY 

AGENCIES  LAWS 

AND  REGULATIONS 


United  American  encounters  daily  decisions 
and  questions  on  current  laws  and  regula- 
tions that  require  precise  interpretation.  Our 
experience  in  dealing  with  these  laws  and 
regulations  enables  us  to  give  first-hand, 
knowlcdgable  advice  to  our  Correspondents. 
The  necessity  for  constant  legal  review  and 
analysis  is  often  too  expensive  for  smaller 
banks  and  non-holding  company  banks  to 
afford  and  we  consider  the  sharing  of  our 
knowledge  to  be  a  priority  Correspondent 
Service. 


BANK  OWNERSfflP 
EXPANSION 


The  depth  of  United  American's  commitment 
to  the  future  of  our  Correspondent  Banking 
Program  and  the  future  of  community  bank- 
ing and  independent  banks  extends  to  pro- 


viding equity  capital  financing  for  bank 
ownership,  expansion,  or  increased  capital 
needs.  Naturally  we  look  to  normal  credit 
standards,  but  we  are  prepared  to  support 
fully  the  needs  of  our  Correspondent  Bankers. 


BUSINESS 
DEVELOPMENT 


In  the  1970*s  banks  are  confronted  with 
ever-increasing  competition  on  all  levels. 
Business  development  is  becoming  more 
important  and  we  have  established  an  entire 
division  within  our  bank  to  monitor  and 
develop  new  business  ideas  and  propose 
superior  techniques  for  gaining  new  custom- 
ers for  our  Correspondents. 


MARKETING 
ADVERTISING 


By  utilizing  the  services  of  our  in-house 
Marketing  Division  we  aim  to  put  our  Corre- 
spondents ahead  of  the  others  with  creative 
marketing  and  advertising  concepts.  We  have 
also  made  arrangements  with  one  of  Nash- 
ville's outstanding  advertising  firms  to  make 
available  special  programs  for  our  Corre- 
spondent Banks.  We  can  assist  you  with  an 
advertising  program  to  meet  your  specific 
community  needs. 
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NASHVILLE  OFFICE 


How  many  times  while  in  Nashville,  have  you 
needed  ah  office  where  you  could  privately 
conduct  business  matters,  handle  telephone 
calls  and  maybe  even  have  a  letter  typed  and 
sent  out  immediately?  United  American  pro- 
vides our  Correspondents  with  just  such  an 
office,  which  we  call  "Nashville  Office". 
Located  in  our  Correspondent  Banking 
Department,  you  will  find  the  "Nashville 
Office"  to  be  a  substantial  benefit  to  you 
while  in  Nashville. 


CORRESPONDENT 
SUITES 


To  further  insure  that  our  correspondent 
friends  have  a  complete  and  successful  visit 
while  in  Nashville,  United  American  has 
several  "Correspondent  Suites".  The  "Corre- 
spondent Suites"  are  comparable  to  plush 
lodging  facilities  at  the  finest  hotels.  If  busi- 
ness or  other  matters  have  detained  you,  our 
accommodations  will  more  than  meet  your 
needs.  TTiese  suites  are  available  on  a  first- 
come  first-serve  basis  to  our  Correspondent 
nankers  and  their  associates. 


Corporate  Officers 

C.  H.  Butcher,  Jr. 

Chairman  of  the  Board  &  Chief  Executive  Officer 

Frank  A.  Woods 

President 

Finis  L.  Nelson 

Honorary  Chairman  of  the  Board 

CorrcsiHindeiit  Officers 

Robert  H.  McFather 

Director  of  Correspondent  Banking 

Glenn  D.  Leveridge 

Associate  Director  of  Correspondent  Banking 

Marion  A.  Duncan 

Associate  Director  of  Correspondent  Banking 

Ann  Randol  Stephens 

Associate  Director  of  Correspondent  Banking 

Senior  Officers 

Sandra  D.  Duncan,  Marketing 
Alan  L.  Haefele,  Administrative  Operations 
Jerry  T.  Mason,  Consumer  Loans 
Edward  H.  Meeks,  Loan  Administration 
Steven  H.  Snowden,  Commercial  Loans 
Wm.  J.  Wallace,  IV,  Business  Development 


Officers 

Richard  M.  Ash  worth 
Lynn  Bllbrcy 
Richard  O.  Bishop 
Janie  Bookout 
James  L.  Butler 
Gena  H.  Carter 
Erma  J.  Choate 
John  W.  Gregory 


Bruce  L.  Hieronymus 
Sarah  D.  Lloyd 
Norman  L.  Mlnick,  Jr. 
Wayne  L.  Morelock 
Melanie  N.  Morris 
K.  Claire  Olliff 
Richard  H.  Purdy 
G.  Ron  Woods 
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Directors 

J.  Sumpter  Anderson,  Jr.,  M.D. 

Anesthesiologist 

Ronald  L.  Bledsoe 

Vice  President,  CBS  Records 

Charles  W.  Bone 

Attorney 

Goodall  &  Bone 

C.  H.  Butcher,  Jr. 

Chairman  of  the  Board 

T.  W.  Comer 

Chairman  and  President 

Bank  of  Hendersonvllle 

George  W.  Crook 

Executive  Vice  President 

Harmon  &  Crook,  Inc. 

Webb  FoUin 

Vice  Chairman  of  the  Board 

Corroon  &  Black  Corporation 

Homer  B.  Gibbs.  Jr. 

President,  H.  B.  Gibbs  &  Company 

Ralph  L.  Jones,  Sr. 

Chairman  of  the  Board  and  President 

Cherokee  Capital  Corporation 

Fred  R.  Langley 
Investments 

Robert  E.  McNcilly,  Jr. 

Executive  Vice  President 

Baird-Ward  PrlnUng  Co. 

Mel  C.  Morris 

Chairman  of  the  Board 

Investors  Savings  and  Loan  Association 

Finis  L.  Nelson 

Honorary  Chairman  of  the  Board 

Jack  Norman,  Jr. 

Attorney 

James  R.  Pickel.  Jr. 

President,  Universal  Tire.  Inc. 

Frances  W.  Preston 

Vice  President,  Broadcast  Music,  Inc. 

Frank  A.  Woods 

President 
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OVXTn  ANHIZCM  BANK  OT  MASHVIUJ 


I   MUD  or  DZRBCTOMn 


BIBCUrXTB  OfnCBS 


C.  I.  BOTCHBI,  Jl. 
ChairMa  of  tb*  Board 
Cbiaf  Bsaeativa  Offiear 

PBABX  A.  VOOOS 

Praaldant 

PIBZS  L.  BBLSOB 
QMlraaa  of  UM-  Board 


Bosnns  DiVBLOPMnr  oif  xsiqb 

V.  J.  Vallaea  If 

flea  Praaidaat 

Diraetar 


.Stavao  H. 
Sanler  flea  Fraaldaat 
Dlractar 


OOBPOBATB  BBIfZCIS  DZVIOB 


Aaalataat  flea  Praaldant 
Dlraetar 


'   DIf  I8XM 

Bobart  NePathar 
flea  Praaldaoi 
Olraetor 


OPBBATZOBS/PIBABCXJU. 
NAMMBHBIT  DXflBXM 
Alan  Raafala 
Sanlor  flea  Praaldant  ft  Caahiar 
Dlraetor 


BBTAXL  DXfXaiOB 


Jarry  T. 
flea  Praaldant 
Dlraetor 


Sandra  D.  Duaeaa 
Alan  Baafala 


?ri 


BiMXOR  HABAOlMINT  OONHXTTU 
Rtf^art  HeratlMr       Plnla  L.  Balaon 
Bdaayd  Maaka  J.  Vllllaa  Praaton 

Prank  A. 
Chalman 


Stavaa  1. 

V.  J.  Vallaea  Xf 


BUSIBBSS  DBVELOPMEMT  DIVISIOM 


V.  J.  Vallaea  IV 

Vica  Praaldant 
Director 


Judy  Alexander 
Associate  Director 
Centennial  Office 


3: 


Stacy  Evana 
Aaaoclate  Director 
Nolenavllla  Road 
Office 


=c 


Nelanle  N.  Morrla 

Marketing  Officer 

Aaaoclate  Director 

Main  Office 


Christie  LaFevor 

Division 
Adalnlstratlva 
Services 


X 


flkkl  Vrlght 
Aaaoclate  Director 
Training  Prograa 
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COMMERCIAL  DIVISION 

Steven  H.   Snowden 

Senior  Vice  President 

Director   


LOAN  ADMINISTRATION 
SERVICES 


Edward  Meeks 
Vice  President 


COMMERCIAL  LOAN 
DEPARTMENT 


Rathy  Young^ 
Division  AdBlnistrative 
Services 


COMMERCIAL  CREDIT 
SERVICES  DEPARTMENT 


Bruce  Hieronyaus . 
Assistant  Vice  President 


LOAN  OPERATIONS 
AND  PROCESSING 

Linda  Clendennlng 

I    


LOAN  REVIEW  AND 
CREDIT  ANALYSIS 


Gena  Carter 
Assistant  Credit  Officer 


LOAN  AND  DISCOUNT 
SERVICES 


CREDIT  INFORMATION 
SYSTEMS 


OORPOIUTI  SKlif  ZCIS  DXf  ZSIOH 

Saodra  D.  thincan 
Aaalaunt  flc«  ^r«ald«iit 

'actor 


BANK  CABD  SBBVXCBS 


BaakAMrlcard/VlM 
Hasf  r  Cbaif 


HUKiriNO/ 
AOftlTISXHO/ 
PUBLIC  RBLATIOn 


liCftfi] 


Harriett  Jonaa 

Dlvlalon 

Adalniatratlve  Sarvicaa 


utoAL  ssBf  xcn 


D.  Billya 

Usal  orricfr 


8KBfZCB$ 

Claira  Olliff 
Oparatloos  Offlcar 
Diraetor - 


HORD  PR0CB8SZH0 


BIIMAR 
BBSOOBCS. 
D^VtLOPMBIIT 


TSLBPilONZC 
SBRVZCBS 


OOBPOBATB  PUIMIM 

J.  Villiaa  PraatM 
Aaalataat  flea  Praald 


EUlfi 


PDBUCATZOIS 
SBBfZCtS 


P 


CoBLZI 


C  BBSPOBSZBIUn 

UAISOB 
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Marion  Duncan 

CorraapoBdent  Banking 
Officar 

ALABAMA 


CORRESPONDENT  DIVISION 

Robart  McPathar 

Vica  Praaidant 

Diractor 


Qlann  Layaridga 
Vica  Praaidant 

KBNTUCKT 


Pat  Hlnes 
Division  Administrative 
Services 


oA 


Randpl  Staphana 

Correapondant  Sarvicea 
Officar 


OPERATIONS/FINANCIAL  MANAGEMENT  DIVISION 

Joe  Richardson 

■«••« 

Senior  Vice  President  and  Cashier 
Director 

Merlesne  Starke 

Division 
AdalnlstrstlTS 

Services 

FINANCE 

Bobby  Harlowa 

Vies  President 

Controller 

1   OPERATIONS   [- 

— 

TECHNICAL  SERVICES 

Rlchsrd  Ashworth 

Assistant  Vice  President 

Director 

1 

■ 

■ 

DEPOSIT  SERVICES 

Lynn  Bllbrey 
Operations  Officer 

1 

1 

1 

1 

DBnDPBTV/PBCMTQT'Q  1 

CUSTOMER  ACCOUNTING 

ACCOONTINC 
Harm  Hor«lock 
Operations  Officar 

I    ..„           I 

"*"""""""'        1 

[ 

CUSTOMER  SERVICE 

-I 

PURCl 
Peter  1 

lASING  1 

PROOF  AND  TRANSIT 

[ersten  1 

lOOIT  SERVICES 

Charlas  B.  Holt 

May  Parkar 

CORRESPONDENT  SERVICES 

Janle  Bookout 
Operations  Officer 

\ 

-|    SECURITY  1 

1 

1 
1 

1 

1 

1  IITBRMAL 

1   CORRESPONDENT 
1     AUDIT 

1 

1   AUDIT 

RBnn;n«  ri.PintMrR 

1 
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RETAIL  DIVISION 

Jerry  T.  Mason 

Vice  President 

Director 

Jan  Rlchardsonr 
Division 
Administrative 
Services 

1 

John  Gregory 

Assistant  Vice  President 

Associate  Director 


CONSUMER  LOAN  ADMINISTRATION 


1  [ 


RECOVERY  DEPARTMENT 


BRANCH  ADMINISTRATION 


MAIN  OFFICE 
Richard  Bishop 


BELLE  MEADE 

Nornan  Mlnlck 

Eraa  Choate 


CENTENNIAL 
Steve  Jaynes 
Sarah  Lloyd 


NOLENSVILLE  ROAD 
Ron  Woods 


MURFREESBORO  ROAD 
Rick  Hart 


TWO  MILE  PARKWAY 
JlB  Butler 


j: 


BOARD  OF  DIRECTORS 


EXECUTIVE  COMMITTEE 

1 


SENIOR 
Steven  H. 


CORRESPONJ)ENT  LOAN  COMMITTEE 
Charles  W.  Bone,  Chairman 


TTEE  I 


MMITTEE    I 
,  Chairman  | 


LOAN  COMMITTEE 
Showden, 


LOAN  REVIEW  COMMITTEE 


BOARD. OP  DIRECTORS 
LOAN  COMMITTEE 


Bruce  Hieronymus 
Chairman 


EE  I 

iJ 


2L 


LOAN  COMMITTEE 

Jerry  T.  Mason, 
Chairman 
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EXHIBIT  D 


LOAN  COMMITTEES 


/ttrmORITY 


HEETIHG  TIME 


BOARD  OF  DIRECTORS 


EXECUTIVE  COMITTEE  OF  BOARD 

C.  H.  Butcher,  Jr. 
Finis  Nelson 
Frank  Moods 


SENIOR  LOAN  COMMITTEE 

Charles  Bone 

Jerry  Mason 

E.  H.  Meeks 

Finis  Nelson 

Steve  Snowden,  Chairman 

Frank  Woods 


Third  Thursday  of  each  month 
On  Notice 

Every  Friday.  9:30  A.M. 


LOAN  COfWIHEE 

Richard  Bishop 
Jim  Butler 
.  John  Gregory 
Rick  Hart 
Steve  Jaynes 
Jerry  Mason,  Chalnnan 
E.  H.  Meeks 
Norman  Minick 
Steve  Snowden 
Jodie  Wallace 
Frank  Woods 
Ron  Woods 


Every  Thursday,  3:30  P.M. 


CORRESPONDENT  LOAN  COMNIHEE 

Charles  Bone,  Chairman 
Alan  Haefele 
Glen  Lever Idge 
Robert  McFather 
Finis  Nelson 
Steve  Snowden 
Frank  Woods 


Every  Friday,  8:30  A.M. 


LOAN  REVIEW  COMMIHEE 
Gena  Carter 
John  Gregory 

6r«ce  Kieronymus,  Chairman 
Jerry  Was on 
6f11ye  Sanders 
Steve  Snowden 
Larry  Woods 
Frank  Woods 

BOARD  OF  DIRECTORS  LOAN  REVIEW  COmiHEE 

Ron  Bledsoe 
Charles  Bone 
C.  H.  Butcher,  Jr. 
James  R.  Pickel 
Frank  Woods,  Chairman 


On  Notice,  at  least  twice  monthly 


Review  of  Policies  and  Procedures 
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U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMimCEOM  FINAf^CIAl  INSTITUTIOrtS 
or  TME 

COMMITTEE  ON  BAhiKJNG.  FINANCE  AND  URBAN  AFFAIRS 


Sept^ber  20»  1977 


Hr.  John  R.  Perkins 

President 

Continental  Illinois  National  Bank 

231  South  La  Salle  Street 

Chicago,  Illinois  60693 

Dear  Mr.  Perkins: 

As  you  knov,  on  August  18,  1977,  the  ComptToller  of  the  Currency 
Issued  a  chree-voluac  zi^poit.   entitled »  "Inqtiity  into  Certain  letters 
feelatlfvg  to  T  Bert  ran  Lance  and  Various  Financial  laatl  tut  Ions,**  tti  vfalch 
your  bank  was  netitloned.  This  report  and  »ubaequeat  neirspAper  reports 
plufi  subaissions  to  the  Senate  have  raised  sevaral  queations  vtiich  the 
SubcoDiBittee  Would  like  answered  In  connection  with  their  continuing 
oversight  and  legialative  reaptmsibilities* 

1.  Please  provide  the  St* bcoonl  c  tee  vitb  the  dates  of  opening  and 
any  closing  of  the  correspoodent  account  of  the  NatlonaiL  Bank  of  Geor};la 
at  your  bank. 

2.  Please  provide  the  Subconnlttee  with  your  own   bank's  analysis 
of  the  balances  In  this  account.  The  Subconnittee  has  been  Informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly. 

3.  Please  provide  the  Subcommittee  with  daily  balance  sheets  on 
this  correspondent  account. 

4.  Testimony  presented  to  the  SubccoBlttee  Indicates  a  drastic  change 
In  the  National  Bank  of  Georgia  correspondent  bank  account  at  your  bank 
for  October  and  November  of  1976. 

Please  provide  the  Subcommittee  an  explanation  for  the  fluctuation 
In  this  collected  balance  figure. 
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Mr.  John  H.  Perkins  -2-  September  20,  1977 

5.  Newspaper  reports  have  suggested  that  Mr.  Lance  or  his  representatives 
were.  In  late  1976,  formally  or  Informally  contacting  officers  of  the 
Continental  Illinois  National  Bank  to  explore  the  possibility  of  your  bank 
picking  up  the  Manufacturers  Hanover  Trust  loan  to  Mr.  Lance. 

Is  this  report  correct?  If  so,  please  provide  the  details  of  these 
contacts. 

6.  Please  provide  the  Subcommittee  with  your  bank's  written  policies 
governing  the  operations  of  correspondent  accounts. 

7.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments,  i.e.,  how  Is 
Information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

8.  Please  provide  the  Subcommittee  with  an  analysis  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analysis  of  the  costs  of 
these  services  on  a  monthly  basis. 

Because  of  ongoing  legislative  hearings,  your  earliest  response 
will  be  appreciated. 


Sincerely 


FJStG:] 
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CONTINENTAL  BANK 

CONTINENTAL  ILLINOIS  NATIONAL  BANK  AND  TRUST  COMPANY  OF  CHICAOO  •  231  SOUTH  LA  SALLE  STREET.  CHICAQO.  ILLINOIS  I 

October  21,  1977  *'""'_'JI! 


iSia  Honorable  Feroead  J.  St.  Geraeia 

Cheizaen,  Sobcoaaittee  on 

Flnanclel  Institatlone 

Coaalttee  on  Finenclel  Institntiona 

Coaalttee  on  Banking  Finance 

and  Utban  A££alra 

Waahlngton,  B.  C.  20515 

Dear  Mr.  Chaizaan: 

Purauant  to  your  letter  concerning  the  recent  Senate  hearlnga  on  the 
Coaptnoller'a.  report  on  Mr.  T.  Bertraa  Lance,  I  aa  pleaaed  to  reapoad 
to  your  reqoeat  about  our  relationahipa  with  the  National  Bank  of 
Georgia  and  any  reqoeata  we  aight  haaa  had  froa  Mr.  Lance.  Oar 
reaponaea  concerning  the  banking  relationahipa  with  the  National  Bank 
of  Georgia  have  been  approved  by  thaa,  and  we  have  dociaented  our  reply 
to  your  qoeationa  in  a  aaaner  which  I  hope  will  be  aeaningfiil  in  aaaiat- 
Ing  you  in  your  efforta  to  underatand  the  nature  and  activity  of  our 
relationahip. 

In  preparing  the  anawera  to  your  queationa  I  have  reatated  the  inquiry 
and  then  liated  our  reaponae  with  a  notation  of  the  appropriate  eidiibita 
accoapanying  the  anawer.  In  rereading  the  aaterial,  it  aeeaa  to  aa  that 
it  ia  coapletely  reaponaive  to  the  queationa  you  had  and  givea  a  proper 
and  full  inaight  into  the  tranaactiona  and  the  activitiea.  Aa  you  well 
know,  aoae  of  dte  queationa  involved  relate  to  ^aattarai.  of  incoow  and  ex- 
penaa  and  coapenaation  for  aervicea  which  mtcj  be  a  little  technical.  If 
there  are  any  problaaw  or  queationa,  pleaae  give  ae  a  call  or  drop  aa  a 
line. 

Beat  regarda  and  hope  to  aee  you  one  of  tfaeae  daya  aoon. 

Sincerely, 


JBP:IKK 
EncloBurea 


SUBSIDIARY  OF  CONTINENTAL  ILLINOIS  CORPOfUTION 
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Question  1.   "Please  provide  the  Subcommittee  with  the 
dates  of  opening  and  any  closing  of  the  correspondent  account 
of  the  National  Bank  of  Georgia  at  your  bank." 

The  National  Bank  of  Georgia  opened  a  correspondent  banking 
account  with  Continental  on  February  6,  1950.  The  account  is 
still  with  us  although  it  has  been  relatively  inactive  during 
1977. 
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Question  2.   "Please  provide,  the  Subcommittee  with  your 
own  bank's  analysis  of  the  balances  in  this  account.   The 
Subcommittee  has  been  informed  by  bank  regulators  testifying 
this  month  that  most  banks  prepared  these  analyses  monthly." 

I  am  enclosing  a  copy  of  our  Analysis  Recap  of  the 
National  Bank^  of  Georgia ' s  accounts  which  we  sent  to  them 
by  cover  letter  on  September  13,  1976'.   The  analysis  shows 
for  the  first  seven  months  of  .19.76.  the  deposit  activity, 
the  amount  needed  to  compensate  us  for  our  services,  and 
the  excess/deficit  balance  figure  which  the  account  was 
running  for  the  services  rendered.   This  Recap  report  was 
the  basis  for  our  request  in  that  their  balances  be  increaised 
to  make  up  for  the  deficit  position  their  account  activity 
had  been  creating.   (Cf .  Exhibit  A) 
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Question  3.   "Please  provide  the  Subcommittee  with  daily 
balance  sheets  on  this  correspondent  account." 

Attached  to  this  letter  are  copies  of  monthly  statements 
for  the  National  Bank  of  Georgia  from  the  period  December  31, 
1975  through  June,  1977.   These  monthly  statements  provide 
data  on  daily  balances  as  you  have  requested.   In  order  to 
make  a  timely  response,  we  have  not  included  statements  for 
the  period  before  January,  1976,  as  that  would  require  exten- 
sive and  lengthy  retrieval  from  our  documents  warehouse.  Our 
thinking  is  that  the  data  being  supplied  is .responsive  to  the 
direction  of  your  inquiry  and  that  hopefully  we  have  met  your 
needs.   (Cf .  Exhibit  B) 
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Question  4.   "Testimony  presented  to  the  Subcommittee 
indicates  a  drastic  change  in  the  National  Bank  of  Georgia 
correspondent  bank  account  at  your  bank  for  October  and 
Nov^nber  of  1976. 

Please  provide  the  Subcoimnittee  an  explanation  for  the 
fluctuation  in  this  collected  balance  figure." 

The  Statement  of  Accounts  for  the  months  of  October  and 
November,  1976,  are  contained  in  Exhibit  A  for  your  review. 
In  early  September  of  1976  members  of  our  National  Division 
called  upon  the  National  Bank  of  Georgia  and  discussed  with 
them  an  analysis  of  the  account  services  we  had  provided 
through  the  first  seven  months  of  the  year.   Under  our 
standard  arrangement  we  provide  services  to  correspondent 
banks  and  receive  in  return  compensating  depository  balances 
which  represent  a  method  of  payment  for  those  services .   Our 
analysis  showed  that  we  were  being  undercompensated  for  our 
services  and  we  requested  that  the  account  balances  be  adjusted 
to  make  up  for  the  deficit  which  had  developed.   The  balance 
increase  for  the  two  months  of  October  and  November  resulted 
from  this  call. 
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Question  5.   "Newspaper  reports  have  suggested  that 
Mr.  Lance  or  his  representatives  were,  in  late  1976,  formally 
or  informally  contacting  officers  of  the  Continental  Illinois 
National  Bank  to  explore  the  possibility  of  your  bank  picking 
up  the  Manufacturers  Hanover  Trust  loan  to  Mr.  Lance. 

Is  this  report  correct?  If  so,  please  provide  the  details 
of  these  contacts." 

We  have  inquired  of  our  Corporate  office,  the  Executive 
Vice-President  in  charge  of  Commercial  Banking  Services  and 
the  principal  officers  who  are  responsible  for  accounts  in 
the  geographical  region  which  covers  Georgia,  and  find  no 
indication  that  our  bank  has  ever  received  a  formal  or  informal 
request  for  a  personal  loan  to  Bert  Lance. 

I  believe  the  newspaper  account  you  refer  to,  which 
appeared  in  the  Chicago  Tribune,  was  based  purely  on  ill- 
informed  speculation.   In  that  regard,  you  might  be  interested 
in  what  Time  Magazine,  in  a  "Press"  section  analysis  of 
coverage  of  Lance's  affairs,  had  to  say  about  the  Tribune 
account ; 

One  of  the  cheapest  shots  at  Lance  was  a  report, 
spread  across  five  front  page  columns  of  the  Chicago 
Tribune,  that  Lance  had  poured  "millions"  of  his  bank's 
funds  into  Continental  Illinois  National  Bank  in  hopes 
of  securing  a  personal  loan;  buried  deep  in  the  story 
was  the  fact  that  he  finally  got  the  loan  from  another 
Chicago  bank,  and  not  from  Continental. 


Digitized  by 


Google 


816 


Question  6.   "Please  provide  the  Subcommittee  with  your 
bank's  written  policies  governing  the  operations  of  correspondent 
accounts . " 

In  dealing  with  any  account.  Continental  Bank  follows  the 
applicable  national  banking  laws,  federaL  banking  regulations, 
state  banking  laws,  state  uniform  commercial  code  requirements. 
Federal  bankwire  procedures,  and  our  local  clearinghouse  rules. 
We  have  found  that  in  following  these  laws  euid  regulations,  it 
has  not  been  necessary  to  develop  any  internal  policies  for 
correspondent  accounts.   They  are  treated  equally  with  other 
commercial  accounts.   Our  continuing  aim  and  policy  is  to 
provide  superior  correspondent  services  priced  a.t  a  level 
which  is  fair  to  the  customer  and  which  makes  a  profit  for 
Continental. 
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Question  7.   "Please  provide  the  Subcommittee  with  copies 
of  the  written  policies  at  your  bank  regarding  the  separation 
of  departments,  i.e.,  how  is  information  shared  among  your 
lending  officers  and  your  correspondent  department  officers?" 

Our  correspondent  banking  activities  for  the  Southeastern 
part  of  the  United  States,  which  covers  Georgia,  is  serviced 
by  a  sub-group  within  our  National  Division.  This  sub-group 
is  called  the  Southeastern  Division  and  is  composed  of  highly 
capable  banking  officers  who  handle  both  correspondent  banks, 
as  well  as  our  regular  commercial  customers.  This  is  a 
connion  practice  in  banking  and,  consequently,  their  basic 
responsibilities  and  activities  create  a  high  degree  of  knowledge 
of  banks  and  other  commercial  customers  in  our  banking  officers. 
We  find  this  desirable  and  efficient  to  serve  the  market  in 
this  manner.  As  a  result,  we  have  no  need  for  written  policies 
concerning  the  sharing  of  information  for  these  calling  officers 
other  than  our  usual  policy  of  confidentiality  which  applies  to 
all  our  accounts. 
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Question  8.   "Please  provide  the  Subcommittee  with  an 
analysis  of  the  services  provided  the  Hational  Bank  of  Georgia 
and  your  analysis^  of  the  costs  of  these  services  on  a  monthly 
basis. 

Because  of  ongoing  legislative  hearings,  your  earliest 
response  will  be  appreciated." 

Attached  is  an  Account  Analysis  prepared  for  the  period 
January,  1976  through  June,  1977,  which  shows  a  description 
of  services  provided  by  Continental  Bank;  the  number  of  times 
per  month  that  Hational  Bank  of  Georgia  used  each  correspondent 
service;  and,  the  sunount  of  collected  balances  required  each 
month. to  compensate  Continental  Bank  for  the  services  provided. 
(Cf .  Exhibit  C) 
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I'INANCi.\L  TERMINOLOGY 


EXHIBIT  A 


Dally  Balance/ 
Ledger  Balance 


The  amount  of  money  that  a  customer  keeps  on 
deposit. 


Collected  Balance 


The  collected  balance  of  a  deposltorV>  account 
Is  determined  by  deducting  the  sum  of  the  float, 
or  uncollected  Items,  from  the  ledger  balance. 


Float 


A  term  used  to  describe  the  amount  of  funds  In 
the  process  of  collection  represented  by  checks 
In  the  possession  of  one  bank  but  drnvm,  on  another 
bank,  either  local  or  out-of-town.  The  "true 
available  balance"  of  a  depositor's  account  Is 
generally  computed  by  deducting  the  float  from 
the  "ledger  balance"  as  shown  on  a  bank's  books. 
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•<#fLtM  HAAlCK.  •£, 


CHMJMKW*  P.  WVLIK.  OHIO 
OARRV  MKNVN.  MICM. 
HCNRV  J.  HYOC  lU^ 

U.S.  HOUSE  OF  REPRESENTATIVES  f.ST.'r.'I'rS:^*:.'*:^. 


SUBCOMMITTEE  ON  FINANCIAL  INSTITUTIONS 

SU^RVISrOlN,  REGULATION  AND  IfJ DURANCE 

$F  The 

COMMITTEE  ON  BANKING.  FIP«ANCE  AND  URBAN  AFFAIRS 

JIM   MATTOX.  TIX.  W  IMTTT^nirT**  CO«&Rrtm 

WASHINGTON.  D.C.  20515 
Septenber  20,  1977 


Mr.  Richard  L.  Kattel 
Chairman  and  President 
Citizens  &  Southern  National  Bank 
35  Broad  Street /99  Annex 
Atlanta,  Georgia  30399 

Dear  Mr.  Kattel: 

As  you  knov,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  ent  tied   '^loquiry  Lv^co  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Viitloua  Financial  Institutions,"  in  which 
your  bank  waa  %g:nrioned.   This  repot  haa  raised  several  questions 
vhlch  the  Subcoiimlttee  would  like  jnswetcd  In  tonnecclon  with  their 
continuing  ■oversight  and  legislative  reaponaibllltlj&s 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.  The  Subcommittee  has  been  informed  by 
bjnk  T«KUlatori  testifying  this  month  that  most  banks  prepared  these 
analyses  isonchly. 

3   Please  ptofvlde  the  Subcommittee  with  an  analyses  of  the  services 
providftl  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis. 

4.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 

any  closing  of  the  correspondent  account  of  the  Calhoun  First  National  Bank 
at  your  bank. 

5.  Please  provide  the  Subcommittee  %rlth  your  own  bank's  analysis 
of  the  balances  In  this  account  from  1973  to  date.   The  Subcommittee 
understands  that  these  analyses  are  prepared  monthly. 

6.  Please  provide  the  Subconinittee  with  an  analyses  of  the  services 
provided  the  Calhoun  First  National  Bank  and  your  analyses  of  the  costs 
of  these  services  on  a  monthly  basis  for  the  period  1973  to  date. 
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Mr.  Richard  L.  Kattel  -2-  September  20,  1977 

7.  Please  provide  the  Subconmlttee  with  a  copy  of  your  bank's  *nrltten 
policies  governing  the  operations  of  correspondent  accounts. 

8.  Please  provide  the  Subcommittee  with  copies  of  the  written  policies 
at  your  bank  regarding  the  separation  of  departments.  I.e.,  how  Is 
information  shared  among  your  lending  officers  and  your  correspondent 
department  officers? 

9.  Your  bank  currently  has  outstanding  loans  as  follows: 

Borrower  Due  as  of  August  8,  1977 

T.  Bertram  Lance  $185,000 

Lancelot  Company  $180,000 
Bert  Lance  for 

Governor  Committee  $390,000 

Calhoun  Unlflrst,  Inc.  $400,000 

Please  provide  the  Subcommittee  with  your  own  bank's  Internal 
classification  of  these  debts.  Please  indicate  to  the  Subcommittee  what 
collateral  exists  behind  these  loans  and  the  dates  on  which  such  collateral 
was  secured.  Please  indicate  if  there  have  been  any  changes  in  the 
collateral  securing  these  loans  since  their  inception. 

Because  of  ongoing  legislative  hearings,  your  earliest  response 
will  be  appreciated. 

Sincerely, 


Germain 


FJStG:mLr 
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LAW    OFFICES 

ALSTON,    MILLER    &    GAINES 

CITiXCNS    «    SOUTHKnN 
NATIONAL    BANK    auiLOINO 

3S  anoAo  smKCT 
ATLANTA.  OCOROIA  30303 
404-sa 


laOO    M    •TKCCT.  N.W..  SUITC    lOOO 
WASHINOTON.  O    C.  a003« 

aoa-a«a-i3oo 


ATLANTA,  OCOROIA 


October  28,  1977 


Hon.  Femand  J.  St.  Germain,  Chairman 
Subcomnlttee  on  Financial  Institutions 
Supervision,  Regulation  and  Insurance 
of  the  Committee  on  Banking,  Finance 
and  Urban  Affairs 
U.  S.  House  of  Representatives 
Washington,  D.  C.  20515 

Dear  Mr.  St.  Germain: 

This  letter  responds  to  your  Septeniber  20  letter  directed  to 
Mr.  Richard  L  Rattel,  Chairman  and  President  of  The  Citizens 
and  Southern  National  Bank.  That  letter  seeks  response  to  nine 
numbered  Inquiries.  Attached  hereto  please  find  documentary 
response  to  Inquiries  No.  1  through  7.  There  Is  no  documentary 
response  to  No.  8  since  The  Citizens  and  Southern  National  Bank 
has  no  written  policy  concerning  separation  of  the  Correspondent 
Banking  Department  from  other  departments  and  there  Is  In  fact 
no  such  separation.  This,  of  course,  varies  from  policies  con- 
cerning separation  of  other  departments,  notably  between  the 
Trust  Department  and  all  other  Comnerclal  Departments  of  the 
bank  where  the  policies  are  specifically  drawn  and  followed. 

Neither  Is  there  any  response  to  Request  No.  9  since  the  furnish- 
ing of  that  Information  would  require  either  (a)  explicit 
written  consent  to  our  furnishing  the  Information  from  the 
customers  Involved  or  (b)  service  upon  the  bank  of  appropriate 
formal  legal  process.   Since  the  customers  Involved  are  sig- 
nificant In  number.  It  Is  our  preference  that  we  not  seek  their 
consent  (which  consent  was  obtained  from  the  two  subjects  of 
the  first  six  Inquiries)  and  we,  therefore,  suggest  that  If  the 
Information  Is  Important  to  you,  please  have  appropriate  legal 


cable:  AMORAM    ATLANTA 


TCLCX.   B^-200e 
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ALSTON,    MILLER    &    OAINE8 


Hon.  Femand  J.  St.  Germain    -2-  October  28,  1977 


process  Issue  and  served  upon  the  bank.   It  «iould  expedite 
our  treatment  of  that  process  If  It  were  accompanied  by 
citation  of  relevant  legal  authorities  for  Its  Issuance,  which 
would  both  bind  the  bank  to  respond  and  protect  It  against 
charges  of  disclosure  of  confidential  Information  by  making 
such  response. 

We  trust  this  request  will  not  dlsaccommodate  your  Committee 
nor  delay  Its  function.  We  remain. 

Sincerely, 

DANIEL  B.   HODGI 
DBH:vmw 
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QUESTIONS  #1,  #2  &  #3 


National  Bank  of  Georgia 


Account  relationships  since  early  50 's  which  was  closed  in  1960 
and  reopened  in  March,  1976,  primarily  for  cash  letter  clearings. 

The  correspondent  services  rendered  to  National  Bank  of  Georgia 
includes  but  is  not  totally  limited  to  the  following  kinds  of 
services: 

Employee  Shares  Purchase  Assistance 

Loan  Participation 

Personnel  Search  Assistance 

Hedging  Information 

Assistance  on  Agricultural  Participations 

Fed  Funds  Assistance 

Cash  Letter  Clearings 

Operational  and  Computer  Proposals 

Commercial  Credit  Information 

Throughout  the  1950 's  and  early  1960's,  many  of  these  types  of 
services  may  have  been  provided  in  addition  to  the  above. 
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CgS 


The  National  Bank  of  Georxla 

P  O  Box  1234 

Atlanta,  Georxla   30391 


Checking  Account  Analysis 


012  43  849 
April  1976 


AlBWUKVOf  !Li21 Xptf 


,       ?Q.P00,9Q 

s lOO_ 

.       50.000.00 


Total  CiMrfM 

Profit 


2.00 


»ttn  Rai*.  w-i* 


169.15 
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CgS 


Checking  Account  Analysis 


The    National    BAnk    of    Ceorgia  ' 
P    0    Box    1234 
Atlanta    ga        30301 


LvMnoal 

Av*ra««daL., 

AUowsnc*  of ^  ♦  96 %  par  Mnum  on  loonabie  balaaca 

Clfr««» 
Account  R 
DepoclU 
ItoiM  dopotJiod 


Items  paid 


012-43-849 
May    1976 


1 

7K436.23 

% 

.00 

s_ 

71.436.23 

.35 


.06 


s 2??. 17 


.^ 


Total  OuriOT  t- 


2.47 


»si77iis«i  n-n 


''^^"Tf     MWfif         . "0.70 
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CgS 


y  collactad  balaan 

'     ^-97 %p.r« 


Checking  Account  Analysis 


The  National  Bank  of  Georgia 

P  O  BOX  1234 

Atlanta,  Ceorsla   30301 


012  43  849 
June  1976 


50.000.00 
.      50.000.00 


177.55 


2.00 


M-sirrtafi  M^ 


Tolal  OurfM  t LtOp_ 

Profit 
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CgS 


Checking  Account  Analysis 


The  Matlonnl  Bunk  of  Georgia' 
P  0  Box  1234 
Atlanta,  Ca     30301 


012-43-849 


AvM'sg*  daily  ledger  bataao* 
Lns  float 

Average  daily  coOected  balaaoe 
Allowance  of ^iJi \  per  a 


Hems  depotited 
Cash  deposMa 


July    1976 


• JUL_ 

» 71.428,16 


.^Jl 


,M 


248, Q7 


?.0Q 


,35 


,J2fi_ 


2.41 


n-jiniispi  lo-Tv 


"o"T  »&'tt«a      « ^*^'^^ 
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CgS 


Checking  Account  Analytit  ^ 


AIIM.T..    t£r.Nf  ]A     3:2*.  I 


c  :.'-u.. -t'^c 


AL-G'JSl    1«»7/ 


of  '-±21 %POTB 


1:  *•>:• 


Zxll: 


■•4177  kifl.  I»J« 


ToUl  CliiriK  S 


0-77*p«.l-13 
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CgS 


Checking  Account  Analysis 


THE  NATIUNAL  bANK  CF  uEORGIA  ' 

PO  BOX  U'Jh 

ATLAKTA    GEURCIA    30301 


0l2-4i3"-tt49 


SbPTCHBEH  1976 


ADswMM  of >i^> %  POT  • 


01 


_0L 


01      00  4   001 


l»->l77Mi«t   HM* 


1 

50.^58.54 

t 

•00 

t_ 

50.45d.b4r 

■350 


»060 


Total  ChwfM 


196. »e 


^'00 


.35 


_2i4i 


194.07 
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CgS 


of dJLSl %p«» 


Checking  Account  Analysis 


I  He    U*«TlJi4AL     OANK    Uf    ulUKOIA 
ATLAiSTA    ViCOKOlA    ^JJOi 


Cli-4a-fc^9 


OCTObCh   1976 


«t9,Slu.7S 


ivs.i^ 


Ji      UJ   ^   00 L 


Total  QiaiflM  t- 


HKUFIT       A|,j^)y^^  , iSj.13 
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C^ 


Awrm  daily  coltecfd  balaan 
AOamtuem  of L&2£l%  pn  m 


16 


Checking  Account  Analytit 


THE  NATIONAL  BANK  CF  GePRGIA- 

PO  f.OX  1234 

ATLANTA  GFPPGIA  30301 


01?-<»3-P49 


CI      00  4    001 


IS-3177  »t»   W^ 


NOVCMBER    1976 


60 t 950,08 


IB. 73 


60.931.35 


2.00 


Total  C 

PROFIT    iwsaytfc        ,. 


221.38 
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CgS 


Checking  Account  Analysis 


THE    NATIONAL    BANK   OF   GEORGIA 

PO   BOX   1234 

ATLANTA  GEORGIA  30301 


012-43-849 


0ECE4BER   1976 


Amnt*  dally  coltect«d  baUac* 

ABdwmot  of &aJQSI ^%  per  annum  on  kMnabW  balanoa 


169 


95 t 526 


'UNO  TRANSFERS 


_5a_ 


JLfi_ 


01     00  4  001 


»ai77  RaK-  n-n 


<1  r77a^4S3T0a 

.1.533.132.83 

«      245.520.25 

t            B92«95 

,           2.00 

.350                                     f        66.15 

.060                                     .           3.00 

Tnlal  rhariM                1              llt3llPl. 

mrkMwm           t             7aBt62 
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-     ....^^..«    M>w    ^uwincnn    iMAIlUhAL   ttANX 
ANALYSIS  OF   CORRESPONDENT  RELATICNSHIP 


THE    N^TIu.^U    ttANA   oF    GcL.suIA 

Pu    UwX    .13-« 

ATLANTA    CciiSiiU    3oi0i 


ACCLt'hT   KD.    01 V 


PERIOD 
NOV 


YcAR 
1976 


RLO'jLA";    S'lKVi^li    K£.40ti.c»J 
«CCJJI.T    ^'.'.iNTcNAr^Ct: 
C«iH   L2Tlc»<S   CKEOIT£D 
ITi^a    PA  1 4. 


vjlum:^ 

1  AT      2.00 
16  AT         .35 
1    AT         .CoO 


AVAILAdLE   oALANCES 
TOTAL  KECJUCD 

2.00  436.03 

5.60  1.276.60 

•Do  13*64 


T    J    1    ^  L 

cAcAfSCi    If ituKn^JlK.'i 

AVE:<AG:-    LtDGf.t    BALAi.C:    FUK    P£KIQ0 
L'^SI    ».V£^.Hto=   ACTUAL   5L0AT 
^VcAAGr    C..1.LECTS0   bALAfiCE 
L£SS   ^£ir;»Vt  iN=gjl*'.cMc\TS 
AVEA^Gt    AVAlLABLb    oALA.tCE 


7.66 


6C«950.03 

16.73 

6Cff931.3S 

»ff68£.72 

i>2»24b.63 


1.746.4a 


•^::T    AVAILAbLE    B^LArKc 

AOOITIONAL    CCiL    8..L    RED    TO   PAY   FOR    SERVICES   OR 
;.Oi;ir:j.UL    FccS    1.«    LIcU   CF    dALANCES 
C-LcECTcJ   BALANCES    WilLAoL^    TO 

SUPPORT    CREDIT   uR    CThER    SERVICES 
c»A;it;G3    VAL-J£C   >.T       9.2c   PCT    Zti   CuLLECTEO   BALANCES 


LcMix    iNrCKrtAT  lU.^J 
LIi^^   ::F    CR€C1T 
T  tRH   L  JAN 
P.fcVjcVIKG   CKEOIT 

CuLLECTEO   bALA.NCeS   .<£wlJIR£0 
TO   SUPPORT    CRcOiT 


AKCUNT 


50.502.15 

58.B35.51 
OJTSTAi^OING 
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CHy_ 
Ann_ 


THE  CITIZfNS  AND  SOUTHERN  NATIONAL  li\NK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

THE  KATIONAL  BANK  OF  GEORGIA 


_Zlp_ 


DIV  1 
ParM 

DEC 


Year 
1976 


REGULAR  SERVICES  RENDERED 
Account  AAoinlcnonc* 
Coih  l*t»tn  Credited 
hcim  Depotitcd 
Cosh  D«petit«d 
Ifemt  Paid 
Wire  Trantien 
Coll*ctiof«i 
Sof«k«*ping 
Credit  Inqutriei 


ANALYSIS  CHARGES 
f  2.00 


66.15 

2.617.^1 


3.00 


32.00 


2,/VU.!>b 


AVAILABLE  BALANCES 

REQUIRED 
t              '♦72.00 
15, 611. '♦0 
^^7,7Q9.76 

708.00 
7.??2.0P 


bU2,0S2.1b 


BALANCE  INFORMATION 

Averogr  ledger  Bolance  for  Period 

lets  Averoge  Actuol  Float 

Averoge  Collected  Bolonce 

le»  Reserve  Requirements 

Averoge  Avoiloble  Bolance 

Net  Available  Balortce 

Additional  Collected  Bolonces  Required  to  Pay  for  Services  or 

Additional  Fees  in  lieu  of  Balances 

Collected  Babnces  Available  to  Support  Credit  or  Other  Services 


I     1,778,653.08 
1,533,132.83 


Earnings  Volued  at  _ 


5.09 


Percent  on  Avoilable  Bolonces 


2t«5,520.25 
210,533.61 


$      '♦31,518.55- 
.  503,150.62 


LOAN  INFORMATION 


OUTSTANDING 


Collected  Bolonces  Required  To  Support  Credit      $_ 


M433(M>    »tt»7-7i 
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THi  CITIZCNS  AND  SOUTHUN  NATIONAI  BANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


THE  NATIONAL  BAMC  OF  GEORGIA 

AAA,^ 

CHy 

ATUWTA                              State            GA 

Tip 

Ym 
J/M  77 


RIGULAR  SIRVICiS  RINDERH)     VOIUMI 

AcceunI  Mointononc*  \        ^ 

Coih  Utteri  Cradittd 


Coih  O«pow»»d 
HcfM  Polo 
Wir*  Tronil«r» 

SaftkMping 
Cndh  InqwSrici 


PRICE  PIR 
ITEM 


298.      A           .35 

165.5^6       A           .027<* 

A 

116       ^          .060 

??     A      2. on 

A 

^ 

A 

A 

• 

ANALYSIS  CHARGES 

t 2Jfl 


6,96 


JikJUL. 


f        U,6QU.'iQ 


AVAIIABU  BALANCES 
REQUIRED 

t *»88,00 

l.lOZ.inB.'i? 


in,7Tfi.nn 


$l>lkS^kZSLS6- 


BALANCE  INFORMATION 

Avcrog*  Ledger  Bolonco  for  Period 
l«M  Avcrogo  Actuoi  Fleot 
Averog*  Collected  Bolonce 
Lett  Reterve  Rcquiremcflls 
Avefoge  Avoiloble  Bolonce 


f  '♦.3t*8.508.97 

3.218.131.35 

I,l?0,?77.62 

161.078.81 

969,?99.8l 


AddHionol  Collected  loloAcet  Reqwired  to  Poy  for  Service*  or 

Additiortol  Feet  •««  Uew  of  loloncet 

Collected  Bolonce*  Avoiloble  to  Siipport  Credit  or  Other  Service* 

Eomingt  Volwed  of h.92-  Porcent  en  Avoibble  iolonce* 


176.181.15- 
Z05,«t27.22 


LOAN  INFORMATION 


OUTSTANDINO 


Collected  Bolonce*  Required  To  Siipport  CredH      t— 


mma*  Ufir^s 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  KANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


NATIONAL  BANK  OF  GEORGIA 


Gly_ 


ATLANTA 


GA 


_2ip_ 


DIV-1 
Ptriod  Y«or 


FEB 


1977 


REOUUUI  SEtVICES  RENDEREO     VOLUME 


Coih  L«ll«n  CrtdHed 

ItCflM  DcpOMtM 

Oi«h  Deposited 
HvimPdid 
Ww«  Tronsftn- 

ColwCtlOM 

SofcM#p(nQ 
Credit  InqwiriM 


284 


-9- 
_•_ 
-9- 


2.00 
.35 


144,617     ^         .0264 

9 

81    ^        .06 

2iL-g      2.QQ 

» 


ANALYSIS  CHARGES 
2.00 


AVAILABLE  BALANCES 
REQUIRED 


512.00 


BALANCE  INFORMATION 

Av«f09*  Ledger  Bolonce  for  Period 

Leu  Average  Actual  Float 

Average  Collected  Bolonce 

Let*  Reterve  Requirementt 

Average  Avoibble  Bolonce 

Net  Availoble  Bolonce 

Addjfionol  Collected  Boionces  Required  to  Pay  for  Services  or 

Additionol  Fees  in  lieu  of  Boionces 

Collected  Boionces  Available  to  Support  Credit  or  Other  Services 

Eomings  Valued  at  —  4»6fl —  Percent  on  Avoiloble  Boionces 


%   4,031^^9,74 

3,069:083.35 

962.506.39 

137.157.16 

825.349.23 


LOAN  INFORMATION 


OUTSTANDING 


Collecied  Boionces  Required  To  Support  Credit      $u- 


mn3»«  Ufij^s 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  tANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

T>€  NATIONAL  BWK  OF  GEORGIA 


City- 
AHn_ 


ATUINTA 


-ap- 


DIV  1 

mi  77 


REGULAR  SERVICES  RENDERED     VOLUME 
Account  Mowilcnonc* 
Coih  lttler»  Credited 
Item*  Deposited 
Coth  Depowted 


Wire  Trontfert 

Coltectiom 


Credit  Inquirie* 


1       A    2.00 

2m       A      .35 

81.9<«5       A      .0283 

^ 

85      A      .060 

2)       ^    2.00 

A 

A 

A 

A 

#.    . 

ANALYSIS  CHARGES 
t  2.00 

ZfLL3fl 

2. 319 .OH 


_iUfl_ 


_MJUL. 


AVAILABIE  lALANCr. 
REOUIUO 


I    2.«tH7.QH 


i 

5<»0.00 

20.223.00 

fi^fi^llin  RO 

1,377.00 

i9jU9n  nn 

$^ 

BALANCE  INFORMATION 

Average  ledger  Bolonce  for  Period 
Lett  Averoge  Actwol  Floot 
Averoge  Collected  SoloiKe 
Leu  Reterve  Requirement* 
Averoge  Avoiloble  Bolonce 


,3^65*t,365.95 
*    2,566:917770" 
"XTf87>8.25 


Additionol  Collected  Bolonce*  Required  to  Poy  for  Servicet  or 

Additionol  Fee»  in  Lieu  of  Bolonce* 

Collected  Bolonce*  Avoiloble  to  Support  Credit  or  Other  Service* 

Eorning*  Volued  ot '*•'***    Percent  on  Avoiloble  Bolonce* 


271,786.07 


1^.902.55 


LOAN  INFORMATION 


OUTSTANDING 


Collected  BoloncM  Required  To  Support  Credit      $l- 
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••MMbiaAa   ur   wviMiorUNUtfll    NiLAT IGNSHIP 

THE  MATia«lAL  BANK  Of   CCCMCIA  ACCCUkT   NO.   DlV         PtKlOO        YCAK 

PO   AOX    1239  i2««i3-A<i^  1  APP  i*7? 

A1LAM1A   CCUAGIm    303^1 

AVAIL a6l£    8ALAr;CCS 
MECULAf^    SER»tCC:i   KEKC£MiS  VLLUnL     '  fLIAL  RECUIkCC; 

ACCOUMl   fUkitillHh\Ck  1   AT      a.JU  £«Cj  il4«Cw 

CASH  LkTtEKS  Cii£Onib  kLi  AT        .33  S7.CS  *H«l.iii«ft!S 

IICMS  LEPJSIliO  bS.HJl  AT        .CeVA  I.AIA.^E  Hu7*H77.tH 
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THI  CITIZENS  AND  SOUTHEIN  NATIONAL  iANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 
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ANALYSIS   Of   CCMRESPOhUENT   RELATXQNSHIP 
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QUESTIONS  #4,  #5  &  #6 


Calhoun  First  National  Bank 

Account  relationship  since  at  least  the  1950*8. 

The  correspondent  services  rendered  to  Calhoun  First  National  Bank 
includes  but  is  not  totally  limited  to  the  following  kinds  of  services: 

Assisteuice  in  checking  commercial  credits 

Fed  Funds  transactions 

Provide  information  on  Reg,  B 

Provide  information  on  Commercial  Loan  System 

Provide  information  on  Installment  Lending 

Provide  information  on  Installment  Lending  School 

Provide  information  on  Consumer  Installment  Loan  Analysis 

Provide  information  on  teller  transactions 

Business  solicitation  assistance 

Business  referrals 

Personnel  assistance 

Clearing  of  items 

Retail  law  services  -  attended  by  one  of  their  officers 

Consumer  Lending  Seminar  -  attended  by  one  of  their  officers 

Throughout  the  1950*8  and  early  1960 *s,  meuiy  of  these  types  of  services 
may  have  been  provided  in  addition  to  the  above. 
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Chocking  Account  Analysis 
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Chocking  Account  Anai^tds 
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Checking  Account  Analynln 
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Chocking  Account  Analysis 
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Checking  Account  Analy»i 
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Checking  Account  Analysb 
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— ZI 


-71 
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.J3i>a 


rrr~ 


-273T- 
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Touir 


*S3.S* 


2.00 

LV.VU 

Ml 

-T^zr 


IZ.Oli 


i4<«.:io 
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THE  CITIZENS  AND  SOUTHEtN  NATIONAL  HANK 

ANALYSIS  OF  CORRESPONDENT  REUTIONSHIP 

■««fc      THE  CALIIOUH    FIRST  HATIOIIAL  DAWK       ' 


City. 
Altn_ 


CALIIOUN 


GA 


-Bp- 


DIV-1 
JAII 


Y»or 

1976 


REGULAR  SERVICES  RENDERED 


Accownl  Mainlenonc* 
Coth  Letl«r»  Credilad 
Items  Depotiied 
Cash  Depoutfld 
It9nis  Po*o 
Wire  Trontfen 
Collectient 
Softkccping 
Credit  InquiriM 


ANALYSIS  CHARGES 

> 2.QQ 

XX. gQ 


X.02 


02.  QQ 


2.67 


AVAILARIE  BALANCES 
REQUIRED 


571. 3B 


104. SO 


??,1«7    ?f> 


BALANCE  INFORMATION 

Averoge  ledger  Bolonce  for  Period 

lest  Ave'oge  Actuol  Float 

Avcroge  Collected  Bolonce 

less  Reserve  Requirrmentt 

Averoge  Avoiloble  Balance 

Net  Avoilobie  Bolonce 

Aciditianol  Collected  Bolonces  Required  to  Pay  for  Services  or 

Additional  Fees  in  lieu  of  Bolonces 

Collected  Bolonces  Available  to  Support  Credit  or  Other  Services 


S liu2J^A0 

,(lfl_ 

33,  2  3(1,  JO.. 

J8^5.Q(Lia.. 


Eurnirtgs  Valued  at  _ 


_5-*-Y.  Percent  on  Avoiloble  Bolonces 


$ 6.JL17.96 

""777,133.54 


LOAN  INFORMATION 


OUTSTANDING 


Collecied  Bobnces  Required  To  Support  Credit      S_ 
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ANALYSIS  OF   CORRESPONDENT  REUTIONSHIP 


THE   CALHOUN    FIRST   NATIONAL   BANK 
CALHOUN   GA      30701 


KEGULAR   SERVICES   RENDERED 

VOLUME 

ACCOUNT   MAINTENANCE 

1  AT      2.00 

CASH  LETTERS  CREDITED 

50  AT        .35 

ITEMS  PAID 

23  AT        .060 

FUND  TRANSERS 

54  AT      2.00 

SAFEKEEPING 

AT        .000 

ACCOUNT   NO.    OIV 

PERIOD        YEAR 

13-17-288           I 

MAR           1976 

AVAILABLE   BALANCES 

TOTAL 

REQUIRED 

2.00 

452.00 

17.50 

3,955. OQ 

1.38 

311.88 

108.00 

24»498.00 

2.67 

603.42 

TOTAL 


131.55 


29»730.30 


BALANCE    INFORMATION 

AVERAGE   LEDGER   BALANCE   FOR   PERIOD 
LESS   AVERAGE  ACTUAL  FLOAT 
AVERAGE   COLLECTED   BALANCE 
LESS  RESERVE   REQUIREMENTS 
AVERAGE   AVAILABLE    BALANCE 


10*726.18 
.00 

10*726.18 
1*528.48 
9*197.70 


NCT  AVAILABLE  BALANCE 

ADDITIONAL  COL  BAL  REQ  TO  PAY  FOR  SERVICES  OR 
ADDITIONAL  FEES  IN  LIEU  OF  BALANCES 
COLLECTED  BALANCES  AVAILABLE  TO 

SUPPORT  CREDIT  OR  OTHER  SERVICES 
EARNINGS  VALUED  AT   5.32  PCT  ON  COLLECTED  BALANCES 


20*532.60  CR 
23*941.01 


LOAN  INFORMATION 
LINE  OF  CREDIT 
.TERM  LOAN 
REVOLVING  CREDIT 

COLLECTED  BALANCES  REQUIRED 
TO  SUPPORT  CREDIT 


AMOUNT 


OUTSTANDING 


98-440O-77-pt.a.35 
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CgS 


THE  CITIZENS  AND  SOUTHERN  NATIONAL  LANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


,  Ti;i:  c7J.i:ol;i  rinsv  ii/.v  i  ( .<: :; j. 


Addre»« 

City  CivIu.'Of: 

Attn 


_2ip-_ 


.:iv-  1 

Period 


Yrof 

1J7C 


REGULAR  SERVICES  RENDERED      VOLUME 


AccounI  Moinlenonc* 
Cosh  Lellert  Credited 
llemt  DcpoMlcd 
Cath  Depoiiled 
Items  r  aid 
Wire  Transfers 
CnllccHons 
SufcVeeping 
C'cdit  Inqtiiries 


-1_@_ 


PRICE  PER 
ITEM 


tfa_ 

9- 


-^G3_ 


-JL2— e>.  2.00 


€» -Q-S-Q- 

(g> 


ANALYSIS  CHARGES 


.JLL. 


AVAILABLE  BALANCES 
REQUIRED 


LIIL.'KL 


131.0^ 


ir.,o''.r,m 


x222..5j 


BALANCE  INFORMATION 

Average  ledger  Bolonce  for  Period 

Less  Average  Actuol  Floot 

Averogw  Collected  Bolonce 

Less  Reserve  Requirements 

Averoge  Available  Balance 

Net  Avoiloble  Balance 

Additional  Collected  Bolonces  Required  to  Poy  for  Services  or 

Additionol  Fees  in  Lieu  of  Balances 

Collected  Balances  Available  to  Support  Credit  or  Other  Services 

Earnings  Valued  at  .  ..^ .•->.-_.  Percent  on  Avoiloble  Bolancts 


-Q, -571.^2.. 

OC- 

.C^.5.71.^2. 

22Ci.JL2.. 


$ 1C,292.£5:- 

ia,l>J7.'lG 


LOAN  INFORMATION 


OUTSTANDING 


Collected  Balances  Required  To  Support  Credit      $_ 
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ANALYSIS    DP   CDRAESPONOENT  AELATIONSHIP 


7H£    CALH3JN   FIftST    NATIOMAL    BANK 
CfLKOJfJ   GA      30731 


ACCOUNT    KO,    DIV 
13-17-238  I 


PERIOD 
APR 


YEA". 
I97t 


:GULar    Si'rviCtS    KFiiJF'^EO 

VOLUME 

^CC'3J\T     ■fwlUTCKfcMCE 

1   AT      2.00 

CAUH   LfTTt.^S    CJ^EDITeU 

53   /T         .35 

IT«;«S    PAIJ) 

23   IT         .060 

FU.iO   Tr/..'iS=«S 

42   AT      2.0C 

SsFFtttcPlMG 

AT         .000 

AVAILA8LC    BALANCES 

TOT:lL  kEOUlRED 

2. CO  502.03 

16.55  4»656.05 

1.38  346.38 

84.00  21»084.00 

16.87  4,234.37    • 


1    I)   f     *   L 

BALANCE    r^^FC-'^'Ar  lo.-^ 

/.VtiPaGfc    LliuGcK    BAL*»iC«:    F2^   Pt^IDD 
LTSS    iV€k«GE    ;CTU*.L    FLO<»T 
;.VF=\4GC    C.'LLiiCfHC    b-.LV^C-: 
LPSS    frS'vVc    h.-U'Jl».t^.-.>;TS 
/VERrtGE    AV^lLABLc    BAL««NCE 


122.30 


14»706.06 

.00 

U>706.06 

2*003.61 

12*610.45 


3C»d22.80 


:  "7    2.V«ILbL-    BAI  aK:E 

uciri:.ii^4.  C'jl  d»L  oso  to  pay  F3f.  services  u»^ 

0OI7IOM-L    Fc5S     H   LIEU    9r    BALANCES 
C:^LLJCT£i>   3*LV,'CES    AVAILABLE    T3 

«JP.>D.5T    C^SniT   C*    JTHEP.    SERVICES 
^iJ.:<lK'GS    V«LJCD   a:      4.79   PCT    OM    COLLECTED   3ALA»^CES 


18.212.33    C- 
21  .'SS.SO 


LOAN    INFOKHAT  ION 

LiNC  •:.F   CkEOIT 

-  TE."M   LOAN 

-EVOLVIKG   Ci^EOIT 


AMOUNT 


CUTSTAfJOlNG 


C-.  LLFCTEO   BX-VifcS    •»=3JH=0 
TJ   cjPP-rKT    Cn.tJlT 
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ANALYSIS  OF   CORRESPONDENT   RELATIONSHIP 


THE   CALHCUN    FIRST   NATIONAL    BANK 
CALHC'UM   GA      KTOl 


ACCOUNT    NO. 
13-17-233 


OIV 

1 


PERIOO 
HAY 


YEAR 


RtGULAR    SERVICES    RfcliOEREO 

VOLUME 

ACCJUNT    MmINTENANCE 

1    AT      2. CO 

CASH  LETTdAS   CREDITED 

46   AT         .35 

ITEMS   P**IO 

23  AT         .060 

FUND   TRANSERS 

43   AT      2.00 

S&FtKEEPiNG 

AT         .COC 

AVAILABLE    BALANCES 

TOTAL  REUUlRtO 

2.0C  434.33 

lb. 10  3«a96.20 

L.36  333.96 

36. CC  2Uf0l2.dO 

1.33  4t2.36 


T    (J    T    A   L 

uALANCE    INFaRHATIOI4 

AvEHAGE    LEDGER    BALANCE    FOR   I'ERIOD 
LESS    AVERAGE   ACTUAL   FLOAT 
AVcRAGE    COLLECTED    BALANCE 
LtSi   RESERVE   REQUIREMENTS 
AVERAGE    AVAILABLE   BALANCE 


23»969.u2 


36tlS6.4S 

.o: 

36.136.4!> 

St  152.29 

3lt004.16 


KIT    AVAILABLE    BALANCE 

AD0I7IUNAL    COL    6AL    REO    TO   PAY   FOR    SERVICES   OR 
AOOITIUNAL    FEfcS    IN    LIEU   OF    bALAMCtS 
CrLLECTED    aALA.>*CES    AVAILABLE    TO 

SUPPjr'.T    CrthUlT    UR   UTHER    SERVICES 
^».A^aNGS    VALUED  AT      4.96   PCT    ON   COLLECTED   BALANCES 


LUAN    iNFUl<>1ATI0^^ 
LINE  OF   CREJIT 
TtRM   LQAN 
I^EVOLVlfiC  CREDIT 

CJLLECTED    BALANCES    RcUUlRCO 
TZ    bbPPORT    CnEUIT 


AMOUNT 


5,035.14 

5t37C.97 
CUTSTANOINC 
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CgS 


THI  CITIZENS  AND  SOUTHEtN  NATIONAL  BANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


B,^     THE   CALHOUN   FIRST  NATIONAL   DANK 


oir- 


"CXEnODR" 


"TK" 


_2lR_ 


DIV-1 
Paried  Y»or 

JUNE  1976 


RiGULAR  SERVICES  RENDERED 
Account  Moinlcnanct 
Cosh  Utl«r«  Cradittd. 


Cosh  D«pout«d 
hwoH  Potd 
WJrt  Tran»f«n 
Celltcliont 
Saf*kt«ping 
Credit  lfiquiri«t 


_52. 


PRICE  PER 
ITEM 

2.QQ 

.J5 


.060 


.22-9    2. 00 

9 

9 .000 

9 

9 

9 


ANALYSIS  CHARGES 

ZJiSL 

18.20 


1.B6 


74.00 


AVAILABLE  BALANCES 
REQUIRED 


97.89 


^ 

485.00 

4,lRi;.2fl 

AAtl.7fi 

}y^^-^4   00 

441    01 

»_ 

23,591.49 

BALANCE  INFORMATION 

Average  Ledger  Bobncc  for  Period 
Leu  Average  Actual  Float 
Average  Collecied  Bolonce 
Lest  Reserve  Requirements 


Net  Avaibble  Balance 

Additional  Collected  Balances  Required  to  Poy  for  Services  or 

Additional  Fees  in  Ueu  of  Balances 

Collected  Balances  Available  to  Support  Credit  or  Other  Services 

Earnings  Volued  at  „     4.  9.7-  Percent-  on  Available  Balances 


-11,205, IS- 
-.00. 


_L1^0S»16- 
_2^15^73- 


-14,753>-43- 


_a,B38.08-^ 
-10,305^0- 


LOAN  INFORMATION 


OUTSTANDING 


Collected  Balances  Required  To  Support  Credit      $_ 
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CgS 


THE  CITIZENS  AND  SOUTHERN  NATIONAL  PANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


Bonlt— 

t::e  GMjroui: 

riRTT 

I.ATIOIIi^L  :'.7JIK 

Addrai 

r-itw 

cruioLU 

SM.       r.A 

71m 

uiv-x 


1976 


REOUUUI  SERVICES  RENOERB) 

Account  Maint«fMMic« 
Coih  Un»n  Crtditad 


CoihD*pMH«d 


Wir*  Trantf*ra 
Colkctiona 


Credit  Inqiiiri** 


«t7 


_11. 


-jm. 


PRICE  PER 
ITEM 


-#_ 
-#_ 


n.oo 


ANALYSIS  CHAROB 

I 2.0Q 


7"  on 


l.m 


^^.ai 


AVAILABLE  BALANCES 
REQUIRED 


$ 

<!r.^   on 

T.Rir,  .4n 

non    r.^ 

ir   TA^    on 

A-*A    i;r. 

$— 

r2.0n7.'i? 

BALANCE  INFORMATION 

Averoge  ledger  Boloncc  for  Period 

leu  Average  Actual  Floot 

Average  Collected  Balance 

Leu  Reterve  Require«nentt 

Average  Avoiloble  Bolonce 

Net  Avoiloble  Bolonce 

Additional  CoUected  Bolonce*  Required  to  Poy  for  Services  or 

Additionol  Fee*  in  lieu  of  Bolonce* 

Collected  Bolonce*  Available  to  Support  Credit  or  Other  Service* 

Eorningi  Valued  ot      .1 «  3  C 


2^.r.il3.7^ 

JUL. 

3rr.i3,7? 


n7r/.51. 


li^::0.84 


LOAN  INFORMATION 


AMOUNT 


OUTSTANDIhIG 


Collected  Bolonce*  Required  To  Support  CredH      $_ 


M4U04    Ra^J-Ji 
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THE  CITIZENS  Ar4D  SOUTHERN  NATIONAL  BANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

Bonk_   TIIE   CALIIOUH    riR.ST   HATIONAL    DANK       • 


City. 
Attn. 


""TRLHDOir- 


-Op- 


DIV-1 

Poriod    - 

YMr 

JULY 

1976 

>ULAR  SERVICES  RENDERED 
Account  AAuintenonce 
Cosh  Letters  Credited 

VOLUME 

39    @ 
-@ 
@- 
35   @ 

9 

PRICE  PER 

ITEM 

2.00 

.35 

Hems  Deposited 
Coth  Deposited 
Items  Paid 
Wire  Tronslers 
Collections 

Credit  Inquiries 

.060 
-2.00     . 

tOOQ 

a" 

ANALYSIS  CHARCES 

$ 2.00 

13.65 

27ro" 


80,QQ 


1.93 


AVAILABLE  BALANCES 
REQUIRED 

$ 494.00 

3,371.55 


518.70. 


_12^5A 


19.760.00 
452.01 


BALANCE  INFORMATION 

Average  Ledger  Babnce  for  Period 

Lett  Avcrngc  Actual  Floot 

Average  Collected  Balance 

Lets  Reserve  Requirements 

Average  Available  Balance 

Net  Avoiloble  Bolonce 

Addilionol  Collected  Balances  Required  to  Pay  for  Services  or 

Additional  Feet  in -lieu  of  Balances 

Collected  Balances  Avoiloble  to  Support  Credit  or  Other  Services 

Ecim-ngs  Valued  at  .  .4  »  86._  Percent  on  Available  Balances 


19,003.57 

' .00^ 

^19,0031.57 

2,708.66 

16,295.57 


8,300.69- 
"9,678,60 


LOAN  INFORMATION 


OUTSTANDING 


Collected  Botoncct  Required  To  Support  Credit       $_ 
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TH&    Ctn26NS   ANO   SOUTHERN   NA7ICNAL    BAHK 
U4AtVSlS   Of    CCAFESPCMCEKT    RELAflGNSHlP 


7HE    C'^HCUN   f  IKST   NAYtOKftL    oANK 
CALHCUrl   V,L      3C70L 


ACCOUNT    KO. 
13-17«2d8 


OIV 

1 


v=A^ 
i't7c 


AVAILABLC    aAL«'irtCE* 


KLGULAr*    SItkVICES   Rc:<OEf*fca 

VCLU?< 

lb 

TOTAL 

KcOJlHJX 

JlCCuU.NT    MtiKTE^4ft.KCE 

1    AT 

2.00 

2.00 

4'.o.o: 

CASH    LETT63S   CkSDI XtU 

50   AT 

.35 

17. iO 

3.tt50.0u 

;ti:>:s  pa:o 

36   at 

.060 

2.28 

501.60 

FUko  TftAwsnas 

42    tT 

2.00 

64. OC 

ld.46C.Cv 

S.'FtKEFPI.iC 

AT 

.UOO 

l.ti3 

402.60 

T   C    T    *i    c 

1C7.61 

23.c74.23 

BALANCf:   iNr-o.;hA*^ia:< 

AVSnACF.    LcDG£^   ftALANCE    FOR 

FEfilCO 

24. 

.650. 2fc 

LESS   AVERAGE    ACTUAL   FLOAT 

.00 

AVERAGE    CCLLECTEO   BALANCE 

24, 

650.28 

LtSS    KiiSCiiVe    J»f.jUIREMf.UT> 

3i 

>Si2.66 

AVEi^AGl    AV^lLAOLt    BALANCE 

21. 

,137.62 

IJfT   AVilLiBLE    BiLAhCE 

c'. 536.50   t 

A0L»17IU»4AL    CJL    ilL    itfcO    70 

PAY   FOR 

SfcitVlCCS 

Qk 

.     2.SS7.i5 

AO0XT10N4L    FEES    IM    LlCU  OF    BALANCES 
C0LLEC1E0   liALAnCLS    iVXlLABLI:    TO 

SUPPORT    CnEOlf    OR    JTrtER   SERVICES 
EAltUfNGS    Vi^LJtO  AT      !>.45   PCT    CN   CCLLcCTEO    bAL£NC£S 


UCAN    I Nr CKMAT I OM 
LINE    CF    CREwlT 
T;|<«    LQAS 
RrVOLViNG   CRIOIT 


AflCUi^T 


OUT  STAND IHG 


CtLLECTED  BALANCES  REQUlRcO 
TO  SUPPORT  CREDIT 


Digitized  by 


Google 
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ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


THE  CALHCJN   FIRST   NATIONAL    BANK 
CALHLU.<I   GA      30701 


ACCOUNT   NO. 
13-17-288 


OIV 

1 


PERIOD 
OCT 


YEAR 
1976 


AVAILABLE   BALANCES 


REGULAR  SERVICES 

RENDERED 

V3LUME 

TOTAL 

REQUIRED 

ACCOJNT    MAINTENANCE 

1  AT 

2.00 

2.00 

438.00 

CASH  LETTERS    1 

CREDITED 

47  AT 

•  35 

16.45 

3.602.55 

lTEi4S    PAID 

38  AT 

.060 

2.28 

499.32 

FUaU  TRAr4S£RS 

3d  AT 

2.00 

76.00 

16*644.00 

SAFEKEEPING 

AT 

.000 

1.83 

400.77 

T    J  T    A   L 

98.56 

21.584.64 

BALANCE    INFORHATION 

AVERAGE   LEDGER    ttALANCE    FOR  PERIOD  24.269.91 

LESS    AVERAGE   AaUAL    FLOAT  -O^vAlfiv^O  <:>  o 

AVcRAGc   COLLECTED   dALANCE  -22-fb5fT0t-*'V^fcf f/- 

LESS    RESERVE   REJUlKEHtNTS  3-,22«r62"    3y^WU 

AVERAGE   AVAILABLE    BALANCE  I^r428r3^  «aoy//Wi'' 

77J./7- 
NET    AVAILABLE    BALAUCE  2vt5&V25~C" 

ADDITIONAL    COL    BAL    KcQ   TO  PAY   FOR    SERVICES  OR  fe/ 57-2 .514.19 

AUDIT  IO:^AL    FEES    Iti   LIEU   OF    BALANCES  -9.8^ 

CJLLECTcO   BALANCES    AVAILABLE    TO  3,^ 

iUPPOiU    CRcOIT    UR   LiThER    SERVICES 
EARNINGS    VALUED   AT       5.47  PCT   ON    COLLECTED  BALANCES 


LOAN    INFORMATION 
LI.JE   Gf   CREDIT 
TERN   LOAN 
KcVuLVlNG   CREDIT 

COLLECT  ED   BALANCES    KcgUlRED 
TJ   SUPPORT    CREOIT 


AKCUNT 


OUTSTANDING 


Digitized  by 


Google 
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ANALYSIS  CF   CORRESPOhOENT  RELATICKSHIP 


ACCCUNT    K'J.    01 V 
13-17-263  I 


PER I GO 
NOV 


YEAil 
1976 


R£oOlA\    iz.»VI«^i    r.c.NyEJiEJ 
aCCJJM    .•J.,l..Tw.>.Ai:Ct 
U-.ir'.   LiTTl^S    C>tcJlTc'J 

3    r^N^E.'^  I..U 


;LLh; 

c 

AT 

2.00 

4S 

AT 

.i5 

2  7 

AT 
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ANALYSIS   OF   CORRESPONDENT   RELATICNSHIP 
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THE  CITIZENS  AND  SOUTHERN  NATIONAL  LANK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 


Ronfc                        THE  CALHCXJN 

FIRST  NATIONAL  BANK 

P«i 

DE 

DIV  I 
riod             Ymt 

AAA,mu 

r;,^                        CALHCXJN 

Slnl» 

GA 

Tip 

:C               1976 

Ann 

REGULAR  SERVICES  RENDERED 

VOLUME 

1 

52 

-9. 

_€»_ 

_®_ 

_e>- 
_@- 

_€»_ 

-9- 
-9. 
-9- 
-9- 
-9- 

PRICE  PER 
ITEM 

2.00 
.35 

.06 
2.00 

.000 

ANALYSIS  CHARGES 

$          2.00 
18.20 

AVAILABLE  BALANCES 
REQUIRED 

f             '♦72.00 

Cosh  Letters  Credited 

'♦.295.20 

llemt  Deposited 



3B 
00 

Cash  Deposited 

Items  Poid 

2.16 

509.76 

76. do 

17.936.00 

Collections 

Safekeepirtg                              _ 
Credit  Inquiries                         _ 

1.83 

'♦31.88 

c 

TOTAL 

J     100.19 

i3,^k.^k 

less  Average  Actual  Float 
Average  Collected  Balance 
Leu  Reserve  Requirements 
Average  Available  Balance 
Net  Avoiloble  Balance 

iod 

equir 
ices 

Sup, 

ed  to  Pay  for  Services  or 
>orl  Credit  or  Other  Services 

1    '♦9,821.66 
.00 

%_ 

'♦9,821.66 
_7^Q93.58 
•♦2^722.08 

19*077. 2k 

Addi'tionol  Collected  Bolonces  R 
Additional  Fees  in  Lieu  of  Balan 

Collected  Bolonces  Available  to 

i'^.iUk.O^ 

Eornings  Valued  at  .. 


.  Percent  on  Available  Balances 


LOAN  INFORMATION 


OUTSTANDING 


.Collected  Balances  Required  To  Support  Credit       S— 
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THi  CITIZENS  AND  SOUTHERN  NATIONAL  *1  \NK 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

JHg  CAmO^^  FIRST  NATIONAL  &ANK 


CALHOM 


GA 


_2lp_ 


DIV   1 
Period  Y«ar 

JAN  77 


REGULAR  SERVICES  RENDERED      VOLUME 

Account  AAoinlcnonce 
Coih  letters  Credited 
Item  Deposited 
Coih  Deposited 
Items  Poid 
Wire  Tronsfert 
Collections 
Safekeeping 
Credit  inqwries 


1 

(d 

37 

0 

0 

•e> 

^a 

^ 

99 

& 

A 

^ 

e> 

^ 

9 

PRICE  PER 
ITEM 

2JM 

J15 


^QIL. 


.nnn 


ANALYSIS  CHARGES 

$ ZJlfl 

12^35 


S6.00 


1.83 


AVAILABLE  BALANCES 
REQUIRED 


75.06 


3.i5q. 

.80 

<i«iR. 

^9 

UUA 

«;9 

t. 

18,31'* 

.6^ 

BALANCE  INFORMATION 

Averoge  ledger  Balance  lor  Period 

less  Averoge  Actuol  Floot 

Averoge  Collected  Boionce 

lets  Reserve  Rcquircmcnlt 

Average  Avodoble  Balonce 

Net  Avoiloble  Balance 

Additional  CeHected  Bolonces  Required  to  Pay  lor  Services  or 

Addiiionol  Fees  in  lieu  oi  Bolonces 

Collected  Bolonces  Available  to  Support  Credit  or  Other  Services 

Earnings  Valued  at  .    ..'^•92  .  Percent  on  Avoiloble  Bolonces 


S 3'»,587.77 


-'♦0,329.33 


LOAN  INFORMATION 


OUTSTANDING 


Collected  Balances  Required  To  Support  Credit       S_ 
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THE  CirrZENS  AND  SOUTHEIN  NATIONAL  BAr:K 

ANALYSIS  OF  CORRESPONDENT  RELATIONSHIP 

THE  CALHOUN  FIRST  NATlCy4AL  BANK 


DIV  1 
Y«or 


Addr«su 

CWy 

Attn 


CALHOUN 


GA 


-lipL- 


RECULAR  SERVICES  RENDERED     VOUIMI 


PRICE  PER 
ITEM 


Account  Moinlenanc* 
Coth  lelicrt  Credited 
Items  Oepotited 
Coth  Depotited 
Item*  Paid 
Wire  Trontleri 
Collections 
Sofekeeping 
Credit  Inquiriei 


_i 9    2.PQ 


,.•■:;] 9 .Q35Q 

» 

JB 9 MSL- 


-29 9    2.QQ 

9 

^      .000 

9 

: 9 

9 


$ 

ANALYSIS  CHARGES 

2.00 

1«4.3S 

-ni» 

2.014 

«;«  nn 

i.fl^ 

% 

78.2^ 

AVAIIAM.E  BALANCES 
REQUIRED 


$ 

S16.00 

^j.707-T{0 

in.  ^9 

•;2K.19 

111  9fii  n^ 

U79    1U 

1 

20,191.08 

BALANCE  INFORMATION 

Average  ledger  Bolonce  for  Period 

IcM  Average  Actuol  Float 

Averoge  Collected  Balance 

leii  Reserve  Requirements 

Average  Available  Boloncc 

Net  Available  Balance 

Additional  Collected  Balances  Required  to  Pay  for  Services  or 

Additionol  Fees  in  Lieu  of  Balances 

Collected  Balances  Available  to  Support  Credit  or  Other  Services 


$ ^5,26U36_. 

82^60a33_ 

37^3ff8.57- 

5^322^7 


Earnings  Valued  at  . 


J[jH  Percent  on  AXMXidite  Balances 
UNCOLLECTED 


LOAN  INFORMATION 


OUTSTANDING 


Collcdcd  Balances  Required  To  Support  Credit       S— 
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QUESTION  #7   -  ' 

October  25,  1973 
Henry  Colllnsworth 

RE:  Lending  Policy  for  Correspondent  Bank  Offtc^^ti 

Henry , 

Title  12  of  the  bank's  holding  company  act  pretty  veil 
states  the  policy  when  It  requires  that 

**the  Interest  rate  on  any  loan  to  purchase  the 
the  bank  shares  will  be  comparable  with  other 
stock  collateral  loans  by  the  lender  to  persons 
of  comparable  credit  standing.** 

''Furthermore,  the  Ibw  states  that  *no  compen- 
sating balances,  specifically  attributable  to  -  ^  '  ■  • 
the  loan,  will  be  deposited  In  the  lending  Insti- 
tution and  the  amount  of  any  correspondent  account 
which  the  proposed  subsidiary  will  maintain  with 
the  lending  Institution  should  not  exceed  the 
amount  necessary  to  compensate  the  lending  bank 
for  correspondent  sprvlces.'** 

\71th  these  requirements  In  mind,  I  feel  that  we  need  a 
policy  that  Is  flexible,  yet,  at  the  same  time,  protective. 
Most  of  our  loan  situations  to  bank  officers  are  to 
meet  Investment  type  opportunities  for  the  acquisition 
of  bank  stoclz.   When  this  Is  the  purpose  of  the  loan, 
I  recommend  the  following  policy. 

1)  Absolute  necessltlty  that  we  have  a  financial 
statement  to  support  the  credit. 

2)  The  terms  of  the  loan  should  not  exceed  ten 
years  and  there  must  be  a  definite  under- 
standing as  to  repayment. 

I  T^uld  recommend  that  we  consider  delaying  the  first 
reduction  for  not  more  than  three  years.  In  the  event 
It  Is  necessary.   In  this  length  of  tine,  roost  new 
banks  should  be  In  a  position  to  pay  dividends  and  a 
reduction  could  be  tied  to  dividends. 

3)  In  the  event  It  Is  an  existing  bank,  then  the 
loan  to  the  officer  should  be  held  for  not  more 
than  seven  years  with  a  definite  liquidation 
schedule.  This  could,  of  course,  be  through 
sot  amortizations  or  an  agreement  to  sell  and 
liquidate  all  of  the  stock  within  a  shorter 
period  of  titie,   say,  not  more  than  three  years. 
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Soury  Colllnsvrorth 
ctobor  25,  1973 
Page  Two 


41   Compensating  balances  from  this  bank  should  be 
sufficient  to  offset  the  other  normal  services 
performed  by  C&S.  No  cogppensating  balances 
should  be  related  stock  financing.   It  is  ob* 
vious  that  with  stock  financing  we  must  be  in 
a  position  to  do  many  other  things  for  the  bank. 

5)  Rate  of  interest  should  be  tied  to  the  best 
rate  and  fluctuate  accordingly.  I  would  recom- 
mend the  prime  rate. as  the  minimuai.   In  most 
instances 9  this  would  be  the  "small  best  rate**. 

6)  We  should  attempt  to  margin  these  loans  at  80 
percent,  however,  be  willing  to  finance  100 
percent. 

The  second  situation  to  be  concerned  with  is  the  personal 
type  loan  to  bankers.  The  size  of  the  loan  and  the 
nature  of  the  reqliest  is  the  key.  I  see  no  problem  what- 
soever in  handling  *'normal,  personal  type  requests'*  as 
we  would  for  any  customer.   I  would  recommend  a  rote  of 
between  1/2  to  1  percent  below  the  going  rate,  but  not 
below  the  '*best  rate'!  under  anycconditions.  Any  extre- 
mely large  or  unusual  personal  requests  should  bear 
close  scrutiny.  Thesei  should  be  done  only  if  the  bor- 
rower meets  all  measurements  of  a  normal  customer. 
These  loans  should  not  exceed  the  usual  terms,  amounts, 
margins,  or  bear  any  preforehtial  interest  rate.  This 
will  take  real  salesmanship  on  the  part  of  our  lending 
officers  and  an  explanation  of  Title  12  of  the  bank 
holding  com|>any  act  should  be  a  good  sales  tool. 

I  would  liko  to  discuss  this  with  you  in  detail  at 
your  convenience. 


Don  Ingram 
X3804 
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Date:      January    2,    1975    (Restatir.env:  of  October   25,    1973) 

To:    Henry  Collinsworth 

Ra:   Bank  Stock  Lending  Policy  for  Correspondent  Bank  Officers 

Tiule  12  of  the  bank's  holding  company  act  pretty  well 
states  the  policy  when  it  requires  that 

"the  interest  rate  on  any  loan  to  purchase  the 
the  bank  shares  will  be  comparable  with  other 
stock  collateral  loans  by  the  lender  to  persons 
of  comparable  credit  standing." 

"Furthermore,  the  lav;  states  that  'no  compen- 
sating balances,  specif.ically  attributable  to 
the  loan,  will  be  deposited  in  the  lending  insti- 
tution and  the  an\ount  of  any  correspondent  account 
'  which  the  proposed  subsidiary  will  maintain  with 
the  lending  institution  should  not  exceed  the 
amount  necessary  to^  co-.pensate  the  lending  bank 
for  correspondent  services.'  " 

With  these  requiren-.ents  in  mind,  I  feel  that  we  need  a 
policy  that  is  flexible,  yet,  at  the  same  time,  protective. 
S-osz  of  our  loan  situations  to  bank  officers  are  to 
neec  investment  type  opportunities  for  the  acquisition 
of  bank  stock.   When  this  is  the  purpose  of  the  loan, 
I  recommencl  the  following  policy. 

1.  Absolute  neceseitity  that  we  have  a  financial 
statement  to  support  the  credit. 

2.  The  terms  of  the  loan  should  not  exceed  ten 
years  and  there  must  be  a  definite  understanding 
as  to  repayment. 

I  v/ould  recommond  that  v.-o  consider  delaying  the  first 
reduction  for  not  norc  th.an  three  yerrs,  in  the  evenc 
i::  is  ncccLsary.   In  this  length  of  time,  most  ncu   banks 
should  be  in  a  position  to  pay  dividends  and  a  reduction 
could  be  tied  to  dividends. 

3.  In  the  event  it  is  an  existing  bank,  then  the 
loan  to  the  officer  should  bo  held  for  not  more 
than  Severn  years  v;ith  a  definite  liquidation 
schedule.   This  could,  of  course,  be  through 
set  amortizations  or  an  agreement  to  sell  and 
liquidate  all  of  the  stock  within  a  shorter 
period  of  time,  say  not  more  chan  three  years. 

Interolfice  Memorandum 
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Mor.o  to  Henry  Coll  ins  worth 
October  25/  19  7  3 
Pe^ga  2 

4.  Cc~iper.sating  balances  from  this  bank  should  be 
sufficient  to  off  si;:  the  other  normal  services 
P-:  '  'rr.ed  by  C&S.   No  compensating  balances 

sl".^ 1:0  related  to  stock  financing.   It  is  obvious 

thac  with  stock  financing  we  must  be  in  a  position 
to  do  many  other  tkings  for  the  bank. 

5.  Rate  of  interest  should  be  tied  to  the  best 

rate  and  fluctuate  accordingly.   I  would  recommend 
the  prime  rate  as  the  minimum.   In  most 
instances,  this  would  be  the  "small  beat  rate." 

6.  We  should  attempt  to  margin  these  loans  at  80 
percent,  however,  be  willing  to  finance  100  percent. 

The  second  situation  to  be  concerned  with  is  the  personal 
type  loan  to  bankers.   The  size  of  the  loan  and  the  nature 
of  the  request  is  t^.e   key.   I  see  no  problem  v/hatsoever  in 
handling  "normal,  personal  type  requests"  as  v;e  would  for 
any  customer.   I  would  recommend  a  rate  of  between  1/2  to  1 
percent  belov:  the  going  rate,  but  not  below  the  "best  rate" 
under  any  conditions.   Any  extremely  large  or  unusual  personal 
requests  should  bear  close  scrutiny.   These  should  be  done  only 
if  the  borrov/er  meets  all  measurements  of  a  normal  customer. 
These  loans  should  not  exceed  the  usual  terms,  amounts,  margins, 
or  bear  any  preferential  interest  rate.   This  will  take  real 
salesmanship  on  the  part  of  our  lending  officers  and  an  expla- 
nation of  Title  12  of  the  bank  holding  company  act  should  be 
a  good  sales  tool.  . 
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rCMNANO  i.  ST  OKRMAIN.  RJ^  CHAIRMAN 
rRANK  ANNUNZIO.  lU^ 
JAMKS  M.   HANLKV.  N.T. 
CARROU.  HUBBARD.  Jm„  KV. 

i!r:.v;r.';r'?2 """         u.s.  house  of  representatives 

BUTUR  DERRICK,  S.C. 

V^*^  r  t^iSf.-^I?M  SUBCOMMITTEE  ON  HNANCIAL  INSTITUTIONS 

SUPERVISION.  REGULATION  AND  INSURANCE 

or  THE 

COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

HlHKrY-4F%rTH  CONORESS 

WASHINGTON.  D.C.  20515 
September  20,  1977 


Mr.  Russell  L.  Weiss 

President  and  Chief  Executive  Officer 

Bank  of  Comaerce 

56  East  42Dd  Street 

New  York,  Nev  York  10017 

Dear  Mr.  Weiss: 

As  you  know,  on  August  18,  1977,  the  Comptroller  of  the  Currency 
issued  a  three-volume  report  entitled,  "Inquiry  into  Certain  Matters 
Relating  to  T.  Bertram  Lance  and  Various  Financial  Institutions,"  in  which 
your  bank  was  mentioned.  This  report  has  raised  several  questions 
which  the  Subcommittee  would  like  answered  in  connection  with  their 
continuing  oversight  and  legislative  responsibilities. 

1.  Please  provide  the  Subcommittee  with  the  dates  of  opening  and 
any  closing  of  the  correspondent  account  of  the  National  Bank  of  Georgia 
at  your  bank. 

2.  Please  provide  the  Subcommittee  with  your  own  bank's  analysis 
of  the  balances  in  this  account.  The  Subcommittee  has  been  informed  by 
bank  regulators  testifying  this  month  that  most  banks  prepared  these 
analyses  monthly.  We  are  primarily  interested  in  the  period  December,  1974 
to  date. 

3.  Please  provide  the  Subcommittee  with  an  analyses  of  the  services 
provided  the  National  Bank  of  Georgia  and  your  analyses  of  the  costs  of 
these  services  on  a  monthly  basis  from  December  of  1974  to  date. 

4.  Please  provide  the  Subcommittee  with  a  copy  of  your  bank's  written 
policies  governing  the  operations  of  correspondent  accounts. 

5.  According  to  documents  included  in  the  Comptroller's  report, 
specifically  Exhibit  34  in  Section  B,  National  Bank  of  Georgia's  correspondent 
account  at  your  bank  remained  fairly  steady  at  $25,000.   But  the  document 
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Mr.  Russell  L.  Weiss  -2-        September  20,  1977 

also  reflects  some  unexplained  changes  In  this  account.   In  July  of  1975 
the  account  was  apparently  drawn  down  to  zero.   In  October  of  1976 »  the 
account  went  Into  the  red  by  $6»000.   In  January  and  February  of  this 
year»  the  account  went  as  high  as  $300,000  plus.  Further,  the  document 
provided  by  the  Comptroller's  office  reflects  a  diminution  in  the 
account  again  this 


Please  provide  the  Subcommmittee  with  some  fuller  explanation  of 
what  was  transpiring  on  the  dates  cited  above  in  addition  to  what  we 
have  asked  for  in  Questions  2  and  3. 

Because  of  ongoing  legislative  hearings,  your  earliest  response  will 
be  appreciated. 


Sincerely, 


FJStG'.mLr 


St  Germain 
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baivk:  of  commerce 

se    BAST    -tana    strbbt.    newyork,  n.  y.  i00f7«MUrr*jrHilLa-5000 


ROBCRT  R.  BRINA 

UCwnvC  vice  MWWQCNT 


October  25,  1977 


The  Honorable  Fema&d  J.  St  Geznain,  Chalraan 
Subcoamittee  on  Financial  Institutions  Supervision « 

Regulation  and  Insurance  of  the 
OooBdttee  on  Banking,  Finance  and  Urban  Affairs 
Ohited  States  Bouse  of  Representatives 
Washington,  D.  C.   20515 

Dear  Sir: 

This  is  in  re^ionse  to  your  letter  of  Septenber  20,  1977  addressed 
to  Mr.  Russell  L.  Weiss,  concerning  the  report  of  the  Coaiptroller  of  the 
Currency  entitled  "Inquiry  into  Certain  Natters  Relating  to  T.  Bertram  Lanoe 
and  VSarious  Financial  Institutions". 

1]  The  acootint  of  National  Bank  of  Georgia  at  Bank  of  Cuswiirce 
was  opened  on  January  18,  1972  %fith  $25,000.   It  resttined  at 
that  level  until  it  was  drawn  down  to  zero  balance  on  July  8, 
1975.  on  July  20,  1975  it  was  brought  back  to  the  $25,000  level. 
On  Jtine  22,  1977  the  balance  was'  reduced  to  $5,000,  where  it 
reaained  until  the  account  was  closed  on  October  18,  1977. 

2]  Other  than  the  transactions  recited  in  Question  1,  there  was 
3]  no  activity  in  the  account  and  no  analysis  was  necessary. 

4]  Bank  of  Coonerce  has  no  written  policy  governing  the  operation 
of  correspondent  acootint s. 

5]  The  records  of  Bank  of  Coooerce  do  not  show  an  overdraft  of 
$6,000  in  October  1976,  nor  do  these  records  show  balances  in 
excess  of  $25,000  in  January  and  February  1977. 

Please  note  that  a  $5,000  reciprocal  balance  was  maintained  by  Bank  of 
CosBMrce  at  National  Bank  of  Georgia.  That  account,  and  the  one  in  question, 
were  closed  on  the  sane  day.  Also,  Bank  of  Coonerce  never  has  extended  credit 
to,  nor  has  it  ever  done  business  with,  T.  Bertram  Lance. 

If  we  can  be  of  any  further  assistance,  please  contact  ma,  in  the 
absence  of  Mr.  Weiss. 

Very  truly  yours. 


RRB/f 


[Whereupon,  at  5:40  p.m.,  the  subcommittee  recessed,  to  recon- 
vene at  10  a.m.,  Wednesday,  September  14, 1977.] 
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THE  SAFE  BANKING  ACT  OF  1977 


WEDNESDAY,  SEPTEMBER  14,  1977 

House  of  Representativbs, 
suboommriteb  on  financial  institutions 
Supervision,  Regulation  and  Insurance  of  the 

COMMTITEE  ON  BaNKINO,  FINANCE  AND  UrBAN  AfFAIRS, 

Washington,  D.C. 

The  subcommittee  met  at  10:06  a.m.  in  room  2128  of  the  Raybum 
House  Office  Building;,  Femand  J.  St  Germain  (chairman  of  the 
subcommittee),  presiding. 

Present:  Representatives  St  Germain,  Annunrio,  Hanley,  La- 
Falce,  Allen,  Cavanaugh,  Mattoz,  Rousselot,  Hyde,  Hansen,  and 
Leach. 

Chairman  St  Germain.  The  subcommittee  will  come  to  order. 

The  Bert  Lance  case,  for  the  first  time,  elevated  questions  about 
bank  correspondent  relationships  to  the  front  pages  and  prime 
time  television  news. 

As  the  gentlemen  before  us  today  well  know,  the  severe  problems 
associated  with  the  potential  for  misuse  of  a  bank's  funds  in  these 
relationships  are  not  new.  The  problems  have  been  with  us,  but  it 
has  been  impossible  to  get  public  attention  focused. 

Bert  Lance  has  taken  care  of  that. 

The  Comptroller  of  the  Currenpy,  in  his  four-volume  study  of  Mr. 
Lance's  banking  affairs,  has  discussed  a  number  of  correspondent 
relationships  of  the  Calhoun  National  Bank  and  the  National  Bank 
of  Georgia,  relationships  which  involved  loans  to  Mr.  Lance  and 
other  bank  officers. 

Our  study  of  this  material  has  indicated  that  there  have  been 
some  close  calls  at  home  plate.  In  each  instance,  the  umpire.  Comp- 
troller of  the  Currenpy  John  G.  Heimann,  haisi  called  Mr.  Lance 
"safe." 

Nonetheless,  I  think  these  relationships  deserve  more  study  by 
this  subcommittee.  This  morning  I  want  to  place  in  the  recora 
copies  of  sworn  statements  taken  from  Mr.  Lance  and  officials  of 
the  Manufacturers  Hanover  Trust  Co.  in  connection  with  National 
Bank  of  Geor^'s  correspondent  accounts. 

Without  objection,  they  will  be  placed  in  the  record  at  the  con- 
clusion of  this  day's  hearing. 

In  the  process  of  investigating  the  Lance  case,  the  Comptroller 
has  left  in  his  wake  some  murlqr  statements  regarding  correspon- 
dent accounts.  At  one  point,  he  suggested  the  pattern  of  "shifting 
bank  relationships  and  personal  borrowinff  raises  unresolved  ques- 
tions as  to  what  constitutes  acceptable  baxiking  practice." 

941) 
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To  be  quite  honest  with  you,  I  prefer  that  regulators  know  full 
well  what  is  "acceptable  banking  practice''  and  be  able  to  transmit 
that  to  the  banks  quickly  and  clearly. 

Mr.  Thompson  and  Mr.  Pickett  have,  in  my  opinion,  sought  very 
hard  to  resolve  these  questions  in  their  region.  Despite  frustrations 
with  referrals,  you  two  gentlemen  cu^e  to  be  commended  for  the 
forthright  and  vigorous  manner  in  which  you  have  pursued  these 
correspondent  tie-ins  in  the  Southwest  and  for  the  leadership  that 
you  have  taken  within  FDIC  and  with  the  Justice  Department 

Franklv,  I  think  the  country  would  have  been  well-served  if  you 
two  had  been  ccdled  in  to  serve  as  special  consultants  on  the  Lance 
correspondent  problems. 

We  don't  often  praise  regulators  in  this  subcommittee,  but  I  am 
impressed  with  the  attitude  of  Mr.  Thompson  and  Mr.  Pickett  and 
with  the  operation  of  the  Dallas  FDIC  office. 

We  have  worked  very  closely  with  these  officials  for  more  than  a 
year  during  our  continuing  investigations  of  the  Texas  Rent-A- 
Bank  cases  and  we  have  come  to  know  them  well.  You  are  first- 
class  r^ulators  with  an  excellent  concept  of  where  the  public 
interest  lies  in  this  morass  of  Federal  bank  supervision.  I  think  it 
is  important  to  say  this  at  a  time  when  bank  regulation  is  being 
questioned,  and  rightfully  so,  in  many  quarters. 

We  also  have  with  us  this  morning,  James  A.  Davis,  regional 
director  of  the  Chicago  FDIC  region,  who  has  also  done  a  great  deal 
of  work  on  the  question  of  correspondent  relationships. 

[The  depositions  of  T.  Bertram  Lance,  dated  August  6,  1977; 
George  Balamut;  Robert  McKean,  Jr.;  Betsy  Jo  Viener;  Llewellyn 
Jenkms;  Robert  Brougham;  Thomas  Gerwin,  all  dated  August  8, 
1977;  and  James  Dickson,  dated  August  10,  1977,  may  be  found  at 
the  end  of  today's  hearing  on  page  1006.] 

Chairman  St  Germain.  Gentlemen,  we  want  to  welcome  you  to 
the  subcommittee  and  express  our  appreciation  for  your  coopera- 
tion in  assisting  us  in  this  area. 

The  Safe  Bank  Act  Amendments  of  1977  were  introduced  yester- 
day. They  addressed  the  problems  we  will  be  discussing  tUs  morn- 
ing and  other  problems  that  we  have  come  upon  in  our  delibera- 
tions and  our  investigations  over  the  years. 

I  note  that  my  colleague,  Mr.  Annunzio,  has  arrived,  and  per- 
haps you  would  want  to  express  a  special  welcome  to  your  fellow 
Chicagoan,  James  A.  Davis,  who  is  the  regional  director  of  the 
FDIC  there. 

Mr.  Annunzio.  Thank  you,  Mr.  Chairman. 

And  I  welcome  Mr.  Davis  to  the  subcommittee.  I  have  had  occa- 
sion to  speak  with  him  on  the  telephone,  and  I  am  sure  ttie 
contribution  that  he  will  make  this  morning  will  greatly  assist  the 
subcommittee  in  trying  to  reach  its  objectives.  I  am  delighted  you 
are  here,  and  it  is  good  to  see  you. 

Chairmsm  St  Germain.  And  of  course,  I  am  sure  that  my  col- 
league who  braved  the  ngors  of  the  tough  Texas  country  last 
December  with  me  would  like  to  have  a  few  words. 

Mr.  RoussELOT.  Well,  Mr.  Chairman,  I  don't  know  that  we 
braved  the  rigors.  We  were  just  fascinated  with  all  the  great  prac- 
tices we  learned  about  from  some  of  the  State  banks  in  Texas. 
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We  aie  appreciative  of  you  gentlemen  being  here.  We  know  that 
all  of  you  are  involved  in  trying  to  make  sure  that  customers  of 
banks  cu^e  adequately  protected,  and  we  appreciate  your  willingness 
to  testify  at  a  time  when  there  is  so  much  public  discussion  about 
banks  and  bank  examiners. 

So,  I  won't  filibuster,  Mr.  Chairman. 

Chairman  St  GERHfAiN.  Gentlemen,  I  note  that  you  have  an 
opening  statement,  and  would  ask  you  to  make  that  presentation 
at  this  time. 

STATEMENT  OF  QUINTON  THOMPSON,  REGIONAL  DIRECTOR, 
DALLAS  REGIONAL  OFFICE,  FEDERAL  DEPOSIT  INSURANCE 
CORPORATION;  ACCOMPANIEP  BY  CHARLES  M.  PICKETT,  RE- 
GIONAL  COUNSEL,  DALLAS  REGION;  AND  JAMES  A.  DAVIS, 
REGIONAL  DIRECTOR,  CHICAGO  REGION 

Mr.  THOBonsoN.  Thank  you,  Mr.  Chairman,  for  those  most  kind 
remarks.  Mr.  Pickett  and  I  cu^e  deeply  appreciative  of  your  interest 
in  sound  banking,  and  we  cu^e  appreciative  of  the  colnments  that 
you  have  made  toward  our  efforts  to  have  a  safe  and  sound  bank- 
ms  system. 

My  name  is  Quinton  Thompson.  I  have  been  employed  by  the 
FDIC  for  over  23  ^ars  and  have  been  the  regional  director  of  the 
Dallas  region,  which  encompasses  the  States  of  Texas,  Oklahoma, 
Colorado,  and  New  Mexico,  since  January  1969. 

Previously,  I  served  as  regional  director  of  the  Memphis  region, 
assistant  regional  director  of  the  Richmond  region  and  as  an  exam- 
iner and  an  assistant  examiner  in  the  Atlanta  region. 

Accompanying  me  is  Charles  M.  Pickett,  the  regional  counsel  of 
the  Dallas  region.  He  has  been  with  FDIC  approximately  9  vears,  3 
of  which  were  served  in  the  Washington  ofnce,  with  the  balance  in 
the  Dallas  region. 

James  A.  Davis,  my  other  associate,  is  regional  director  of  the 
Chicago  r^on.  He  has  been  with  the  Corporation  approximately 
19  years.  He  has  served  in  the  Minneapolis,  Richmond,  and  Chica- 
go r^ons,  serving  as  assistant  regional  director  and  regional  direc- 
tor of  the  Richmond  region  and  as  regional  director  of  the  Chicago 
r^on  since  January  1974. 

It  is  my  understanding  that  the  Chairman  of  the  Board  of  the 
FDIC,  Hon.  George  A.  LeMaistre,  will  testify  before  this  subcom- 
mittee on  various  issues  including  those  whicn  we  have  been  asked 
to  comment  on.  He  will  be  able  to  more  fully  explain  the  position 
of  the  Corporation  with  respect  to  these  issues. 

At  the  present  time,  in  response  to  inquiries  from  committees  of 
both  Houses  of  Congress,  this  Corporation  and  the  other  bank 
r^ulatory  agencies  are  conducting  a  survey  desimed  to  mther 
empirical  evidence  relating  to  interbank  relationships,  including 
correspondent  accounts,  loans,  and  overdrafts  to  insiders  and  bank 
customers. 

The  subcommittee  has  asked  that  we  comment  on  corresondent 
banking,  compensating  balsmces,  overdrafts,  and  credit  life  insur- 
ance. I  would  like  to  briefly  outline  the  correspondent  banking 
system  and  how  it  works. 

The  necessity  for  this  system  stems  from  the  fact  that  there  are 
approximately  9,000  banks  in  the  United  States  which  are  non- 
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members  of  the  Federal  Reserve  Ssrstem  and,  therefore,  do  not 
have  direct  access  to  the  payments  mechanism. 

Also,  most  State  laws  require  certain  amounts  of  reserve  to  be  in 
cash  or  due  from  banks.  Thus,  the  nonmember  banks  keep  their 
reserves  in  the  larger  member  banks  in  interest-fr-ee  checking  ac- 
counts. 

In  exchange  for  these  reserves,  the  larger  bank  provides  services 
such  as:  check  clearing,  data  processing,  safekeeping,  purchase  and 
sales  of  securities,  purchase  and  sale  of  excess  funds  commonly 
called  Federal  funds,  purchase  and  sales  of  loan  participations, 
audit  services,  purchase  and  sales  of  certificates  of  deposits,  short- 
term  unsecurea  loans,  longer  term  secured  loans;  and  advisory 
services,  such  as  loan,  investment,  audit,  trust,  and  data  process- 
ing. 

Depending  upon  the  balance,  some  of  the  above  may  be  per^ 
formed  on  a  fee  basis.  Actually,  if  the  statutes  permitted,  the  whole 
system  could  be  revised  whereby  the  larger  bank  charged  fees  for 
all  of  the  services  and  paid  interest  on  the  deposit. 

Technically,  the  Federal  Reserve  provides  many  of  the  services 
for  the  member  banks;  however,  not  all  of  those  listed.  So,  there- 
fore, member  banks  also  use  larger  banks  as  correspondents  and 
have  to  keep  excess  reserves  to  obtain  such  services. 

There  is  apparently  no  record  of  when  the  practice  of  using  bank 
funds  to  compensate  personal  borrowings  actually  began.  It  may 
have  been,  in  some  form,  utilized  since  our  banking  system  evolved 
in  its  present  state. 

It  is  known,  however,  that  after  World  War  n  many  of  the  m^jor 
banks  in  the  Southwest  decided  that  because  of  branching  restric- 
tions, this  could  be  one  method  by  which  they  would  participate  in 
the  expansion  of  banking  to  the  suburbs  and  surrounding  areas. 

In  other  words,  they  would  lend  the  full  purchase  price  of  the 
stock  of  new  banks,  at  a  relatively  modest  interest  rate,  in  ex- 
chan^  for  the  correspondent  account. 

It  IS  obvious  that  the  practice  spread  to  existing  banks  and 
helped  create  the  climate  whereby  banks  frequently  were  bought 
and  sold  very  quickly  with  the  purchaser  only  signing  a  note  and 
not  putting  up  any  cash. 

The  supervisory  authorities  did  not  seem  to  note  certain  unfovor- 
able  aspects  of  this  activity  until  Congress  passed  the  change  of 
control  law  in  1964.  At  that  time,  we  begin  finding  out  about  the 
purchases,  prices  paid,  loans  obtained,  interest  rat^  and  so  forth. 

About  1968,  the  three  Federal  agencies  devised  a  system  where- 
by, during  examinations,  data  were  obtained  on  loans  to  ofiEicers 
and  directors  of  other  banks  and  loans  based  on  stock  of  other 
banks.  It  was  then  forwarded  to  the  appropriate  agency  for  review 
and  action  if  deemed  appropriate. 

At  that  time,  I  was  the  regional  director  in  our  Memphis  region 
and  noted  that  the  locms  on  stock  made  by  mtgor  Soutiiwestem 
banks  seemed  to  bear  an  unreasonably  low-interest  rate.  I  was 
transferred  to  the  Dallas  region  in  January  1969  and  after  about  1 
year  of  reviewing  and  analyzing  the  situation,  I  found  these  loans 
were  generally  accompanied  by  excessive  balances  maintained  at 
the  lending  bank  by  the  bank  whose  stock  was  being  pledged. 
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A  determination  was  then  made  that  this  practice  was  having  a 
seriously  adverse  effect  on  manv  of  the  banks  under  my  supervi- 
sion,  and  the  decision  was  maae  to  attempt  to  obtain  corrective 
action. 

I  originally  instructed  my  examiners  to  obtain  full  information 
in  each  bank  and  criticize  management  on  the  practice  accordingly 
with  the  idea  of  achieving  corrections. 

Not  long  after,  however,  the  Justice  Department  decided  that  the 
practice  might  constitute  a  violation  of  the  criminal  law;  thus,  in 
accordance  with  instructions  dating  back  to  1957,  this  criticism  had 
to  be  removed  from  the  reports  of  examination  and  placed  in  letter 
form  to  the  appropriate  u.S.  attorney  for  him  to  make  a  determi- 
nation as  to  whether  or  not  the  law  had  been  or  was  being  violated. 

Several  hundred  such  reports  were  filed  in  a  3-year  period,  with 
there  being  one  prosecution  and  conviction  involving  nonmember 
banks. 

Notwithstanding  the  lack  of  prosecutions,  the  practice  has  been 
largely  eliminated  in  the  Southwest  due  to  supervisory  efforts. 
Other  factors  which  have  tended  to  minimize  abuse  in  this  area 
include:  FBI  investigations,  holding  company  movement,  depressed 
bank  earnings,  and  the  one  conviction. 

Moreover,  I  believe  that  the  strong  public  stand  which  I  have 
taken  at  bankers'  meetings,  banking  scnools,  and  in  other  forums 
has  had  its  impact. 

Some  of  the  actions  that  I  took  personally  to  eliminate  this 
practice  were:  instructions  to  examiners,  meetings  with  bankers, 
meetings  and  discussions  with  U.S.  attomesrs,  meetings  and  discus- 
sions with  FBI  agents,  filing  of  U.S.  attorney  letters;  and  speaking 
engagements  at  Danking  schools,  conventions,  seminars,  director 
assemblies,  and  discussions  with  other  bank  supervisors. 

With  respect  to  overdrafts,  I  have  not  found  this  to  be  a  sigmfi- 
cant  supervisory  problem,  probably  because  of  the  vigorous  action 
taken  when  abuse  of  this  sort  is  found. 

We  are  currently  in  the  process  of  doing  a  survey  of  this  practice. 
However,  I  believe  the  results  will  justify  the  statement  that  I  have 
just  made.  In  the  event  that  we  do  find  abuses  in  this  curea,  our 
examiners  are  instructed  to  treat  the  situation  as  a  supervisory 
problem  and  attempt  to  achieve  correction  during  the  examination. 

This  includes  payment  of  the  overdraft,  payment  of  the  interest 
for  the  period  of^time  for  which  the  funds  nad  been  borrowed,  and 
notification  to  the  board  of  directors  of  the  bank  of  the  practice. 
The  examiner  will  make  clear  that  such  abuse  is  not  to  be  repeat^ 
ed. 

When  correction  is  not  achieved  during  the  examination,  strin- 
gent supervisory  measures  are  pursued.  In  the  past,  we  have 
achieved  a  high  degree  of  success  through  such  efforts. 

The  matter  of  credit  life  insurance  has  been  under  discussion  in 
the  banking  industry  for  a  significant  period  of  time.  At  the  pre- 
sent, the  omcial  Corporation  policy  regarding  the  distribution  of 
the  income  from  credit  life  insurance  is  that  on  an  annual  basis  a 
report  should  be  made  to  the  shareholders  and  the  directors  indi- 
cating the  income  received  and  the  recipients  of  the  income,  with 
approval  of  both  bodies  required. 
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Further,  the  recipients  of  the  income  are  expected  to  compensate 
the  bank  for  the  utilization  of  bank  equipment,  personnel,  and  so 
forth,  in  the  operation  of  such  an  agency. 

We  also  require  that  the  bonding  companies  be  notified  of  the 
^e  of  credit  life  insurance  on  the  bank's  premises  and  assurances 
obtained  that  such  activity  does  not  jeopardize  the  coverage. 
'  It  is  my  understanding  that  the  question  of  the  distribution  of 
the  proceeds  from  the  sale  of  credit  life  is  under  consideration  by 
our  board  of  directors. 

I  believe  that  this  covers  basiccdly  the  four  areas  that  we  have 
been  asked  to  comment  upon,  and  we  cu^e  now  available  to  answer 
any  questions  that  you,  Mr.  Chairman,  or  subcommittee  members 
may  have  in  this  regard. 

Qiairman  St  Gerbaain.  Thank  you,  Mr.  Thompson. 

Gentlemen,  in  the  Texas  cases,  I  recall  that  the  national  and 
State  banks'  affairs  became  intimately  intertwined.  In  many  cases, 
it  was  the  national  banks  who  were  fueling  takeovers  of  smaller 
banks  and  pushing  questionable  participations  onto  State-chartered 
institutions. 

We  really  felt  it  was  difficult  for  either  your  office  or  the  State 
commissioner  to  carry  out  proper  and  full  investigations  without 
access  to  the  records  of  the  national  banks  involved.  And  you 
recall,  we  did  have  a  discussion  of  this  when  we  were  down  in 
Texas  as  to  how  much  cooperation  was  prevalent  among  the  dififeiv 
ent  regulators  participating  in  some  of  tne  cases  down  there. 

Now,  how  much  of  a  problem  is  this  for  you  in  actuality,  and  do 
you  feel  that  anything  should  be  done  to  assure  that  the  FDIC, 
which  is  the  prime  insurer,  whether  it  be  a  national  or  State  bank, 
has  the  full  rights  at  all  time  to  protect  this  insurance  fund 
through  visitations  of  national  banks  as  well  if  such  visitation  is 
deemed  necesscuy? 

Mr.  THOBonsoN.  Well,  Mr.  Chairman,  we  have  noted  a  great  deal 
of  improvement  in  this  regard  in  the  last  year  or  so,  and  I  do  not 
know  the  attitude  of  the  present  officials. 

However,  at  the  present  time,  we  seem  to  be  receiving  data  in 
the  vast  mtgority  of  cases  that  we  need. 

Chairman  St  Gerbaain.  Now,  this  has  come  about  as  a  result  of  a 
relationship  that  you  have  with  your  counterparts  in  the  region 
that  you  aominister;  correct? 

Mr.  Thobcpson.  Yes,  sir. 

Chairman  St  Gerbaain.  But  does  this  also  involve  cooperation  as 
a  result  of  instructions  from  their  superiors?  In  other  words,  let  us 
take  the  case  of  the  Comptroller's  Office.  Do  you  know  whether  or 
not  the  Comptroller's  Ofince  in  Washington  has  issued  instructions 
to  the  effect  that  there  should  be  this  cooperation?  I  ask  that 
question  because,  in  other  areas  of  the  country,  in  other  regions, 
we  have  come  upon  cases  where  the  cooperation  and  the  exchange 
of  information  just  did  not  exist. 

Mr.  Thobcpson.  I  am  really  not  aware  of  the  instructions  issued 
by  the  Comptroller's  Office. 

Chairman  St  Gerbaain.  So,  it  is  more  than  likely  a  spirit  of 
cooperation  that  has  developed  in  vour  region  as  a  result  of  a 
relationship  that  you  have  developed  r 

Mr.  THOBonsoN.  This  is  to  what  we  attribute  it. 
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Chairman  St  Gerbaain.  Mr.  Pickett,  we  have  questions  in  our 
minds — ^the  subcommittee  does — as  to  the  procedures  that  cu^e  fol- 
lowed in  referring  cases  in  the  Comptroller's  report  on  the  Lance 
case.  And  from  information  that  developed  during  the  hearings  on 
that  report,  there  are  questions  in  our  mind,  as  I  say,  about  the 
procedure  used  by  the  regulatory  agencies  in  referring  possible 
violations  of  criminal  law. 

Could  you  provide  us  with  your  understanding  of  the  procedures 
that  should  be  followed,  the  procedures  that  are  followed  by  your 
FDIC  region  when  it  comes  to  referrals,  actually,  how  you  go  about 
it? 

Mr.  Pickett.  Yes,  sir.  When  our  examiners  go  into  a  bank,  they 
|P>  through  the  bank's  minutes,  of  course,  and  since  they  have  been 
mstructed  and  are  aware  that  there  was  sort  of  a  crusade — at  least, 
in  the  Dallas  region — as  to  the  use  of  the  bank's  correspondent 
account  as  a  compensating  bedance  for  personal  loans  to  bank 
officers  and  control  ^ups,  one  of  the  first  thinra  they  do  is  go 
through  the  bank  nunutes  and  find  out  where  the  bank's  corre- 
spondent account  is  and  whether  there  ajpipeaxs  to  be  an  excess 
correspondent  account  placed  in  the  bank  where  the  bank  officer 
or  the  control  group  has  their  own  personal  loans. 

We  have  very  strong  feelings  on  that.  The  examiners  know  it.  If 
they  find  what  they  consider  to  be  this  practice,  and  if  they  find 
the  elements  that,  in  their  opinion,  there  is  an  excess  amount  of 
money  for  some  unexplainable  reason  over  in  the  correspondent 
account  that  is  not  being  used  and  has  not  historically  been  used 
for  check-clearing  purposes  or  the  other  services  that  their  corre- 
spondent bank  makes,  they  know  we  want  an  explanation  of  that. 

The  examiner  checks  with  the  bank  officials.  If  they  are  not 
satisfied  with  the  explanation,  they  write  up  what  we  ccdl  an 
irregularly  report,  sometimes  referred  to  as  a  criminal  report. 
However,  it  is  not,  at  that  point.  It  is  an  irregularity  report. 

The  examiner  sets  forth  in  that  report  what  they  have  found, 
that  in  X  bank  they  have  found  that  there  is  what  appears  to  be  an 
unduly  laiKe  correspondent  account  placed  at  the  other  bank,  that 
th^  have  found  that  this  correspondent  account  was  changed  from 
one  bank  to  another  when  the  correspondent  bank  made  loans  to 
the  bank  officers  in  order  to  get  control  of  this  particular  bank. 

When  I  first  went  to  Dallas  in  1972, 1  was  overwhelmed— there  is 
one  other  element,  and  that  has  to  do  with  the  interest  rate  that  is 
being  charged  bv  the  correspondrait  bank  to  the  individual  or  the 
control  groups,  u  it  is  a  low  rate  of  interest  and  we  see  no  reason 
for  that,  we  want  an  explanation. 

If  those  three  elements  are  found,  a  large  correspondent  account, 
a  change  in  the  correspondent  account  from  one  bank  to  another  at 
the  same  time  the  control  group  is  setting  loans  to  buy  the  bank  at 
a  low-interest  rate,  we  are  on  the  alert  We  take  that  letter,  put  all 
of  the  elements  together,  explain  them  as  best  we  can,  and  this 
letter  used  to  be  sent  by  our  office  to  Washington  witii  a  recom- 
mendation'that  it  be  referred  to  the  appropriate  UJS.  Attorney,  for 
action  under  section  18,  United  States  Code,  section  656. 

Chairman  St  Germain.  What  you  are  saying  is  if  the  FDIC, 
under  the  practice  you  had,  here  in  Washington  determines  that  it 
should  be  referred,  you  say  it  is  referred  to  the  appropriate  U.S. 
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attomev,  meaning  the  U.S.  attorney  for  the  bank  or  for  the  region 
in  which  the  bank  is  located? 

Mr.  Pickett.  That  is  correct,  sir. 

Chairman  St  Gerbaain.  That  is  the  local  U.S.  attorney? 

Mr.  Pickett.  Yes.  I  doubt  that  Justice  ever  sees  the  referrals^  but 
they  go  directly  to  the  U.S.  attorney  that  is  involved  in  the  particu- 
lar region  where  the  bank  is  located. 

Chairman  St  Gerbaain.  What  you  are  saying  is  that  it  would  be 
highly  unusual  and  as  a  matter  of  fact,  under  FDIC  practices,  tiiey 
don't  go  to  the  Justice  Department  here  in  Washington;  they  go  to 
the  U.S.  attorneys  locally? 

Mr.  Pickett.  That  is  correct,  sir.  And  in  our  region  I  think  we 
have  probably  8  or  10  different  U.S.  attomesrs  who  cu^e  involved, 
that  many  different*  regions.  Once  the  irregularity  report  has  be<m 
sent  to  the  U.S.  attorney  involved,  then  it  is  up  to  them  to  make  a 
decision  whether  we  have  established  a  prima  facie  case  of  misap- 
plication of  bank  funds  by  the  bank  officers  or  control  groups  by 
use  of  the  correspondent  account  which  belongs  to  the  bank  to  get 
a  personal  gain  for  the  officers  and  directors  who  are  bujdng  the 
stock.  During  the  early  years— I  have  very  strong  feelings  about 
this  matter  because  for  20  years  before  I  came  with  the  Corpora- 
tion, I  was  a  prosecuting  attorney.  I  have  been  a  city  attorn^, 
county  attorney,  district  attorney,  and  Assistant  Attorney  Generm, 
so  I  have  prosecuted  many  cases,  white-collar-crime  type  cases. 

After  I  went  to  Dallas  I  spent  some  time  with  Mr.  Thompson,  in 
fact,  before  I  went  to  Dallas,  because  I  could  see  this  problem 
cropping  up.  And  the  reason  I  could  see  this  problem  coining  up, 
and  it  was  of  concern  to  me,  was  for  this  reason  that  I  did  have  the 
criminal  prosecution  back^und.  But,  more  importantly,  while  I 
was  in  Washin^n  I  went  out  as  attorney  in  charge  or  was  inti- 
mately involvea  with  over  20  bank  closings,  and  these  bank  clos- 
ings, when  you  get  to  those  situations,  they  are  traumatic  experi- 
ences. They  are  not  only  traumatic  for  the  directors  and  officers 
involved  wnen  the  bank  is  closed  and  for  the  depositors  who  line 
up  and  want  their  money;  they  are  traumatic  for  the  regulators 
because  they  say,  in  effect,  sometimes— and  it  could  be  inferred— 
that  when  a  bank  closes  someone  hasn't  done  something  they 
should  have  done  in  order  to  save  the  bank.  I  am  not  sure  that  is 
alwasrs  true,  but  the  implication  is  there,  and  I  think  we  should 
acknowledge  it. 

On  many  of  these  bank  closings  that  I  have  been  on — I  have 
been  on  a  total,  I  think,  of  34—14  since  I  have  been  with  the  Dallas 
region— in  most  of  these,  or  in  many  of  these  bank  closings  you 
could  trace  the  closing  of  the  bank  and  the  bankruptcy  and  insol- 
vency of  this  institution  back  in  many  cases  to  people  who  had 
obtamed  100-percent  loans  from  another  bank  by  placing  the  corre- 
spondent account  and  had  to  put  up  nothing  in  order  to  buy  control 
of  this  bank. 

Well,  people  of  veiy  moderate  means  could,  under  those  circum- 
stances, go  to  a  bank  and  say,  "I  will  pledge  this  correspondent 
account  with  you  if  you  will  loan  me  100  percent  on  the  money 
that  I  need  to  buy  control  of  this  bank  and  make  a  very  low- 
interest  rate" — people  of  modest  means. 
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We  had  a  situation,  I  recall,  once  where  the  man  went  out— he 
had  assets  of  probably  $300,000.  He  borrows  $1  million  from  the 
bank  where  he  places  a  correspondent  account.  He  borrows  $1 
million.  But  somewhere  down  the  line  he  has  to  service  this  million 
dollars  that  he  has  borrowed.  Even  though  he  has  got  it  at  2-  and 
3-  and  4-percent  interest  rate,  he  has  to  have  the  cash  flow  in  order 
to  service  that  loan.  If  he  has  no  other  means,  then  that  cash  flow 
money  must  come  out  of  the  bank  in  directors'  fees,  in  manage- 
ment fees  to  himself,  his  own  companies—sorry,  loans  that  he 
makes  to  his  friends  for  investment  purposes— and  the  first  thing 
you  know  you  have  a  banker  who  had  no  business  borrowing  the 
million  dollars  in  the  first  place.  He  got  100  percent  on  it,  He  is 
shooting  craps  with  the  depositors'  money.  So  he  makes  bad  locms 
to  himself,  and  all  of  a  sudden  the  bank  is  insolvent. 

Chairman  St  Gsrbcain.  Or  he  can  go  to  another  bank  in  which 
he  is  maintaining  another  correspondent  balance  and  borrow 
maaeys  there  to  service  that  million  dollars. 

Blr.  Pickett.  That  is  especiallv  true.  And  we  found  that  back  in 
the  early  days,  that  if  the  bank  who  had  already  made  him  the 
loan  started  to  get  nervous  and  saw  what  he  was  doing  with  that 
bank— these  loans  are  made  usually  on  a  10-year  bams,  and  the 
usual  loan  is  that  you  pay  interest  only  on  your  loan  for  the  first  3 
to  5  years.  But  they  are  made  on  a  demand  note  for  $1  million.  If 
the  bank  where  he  has  his  correspondent  account  and  where  he 
has  his  loan  finds  from  their  observation  that  this  bank  is  becom- 
ing insolvent,  they  immediately  call  his  loan.  What  he  can  do  is 
probably  go  to  another  bank,  an  unsuspecting  bank  that  does  not 
know  the  condition  of  his  bank,  borrow  the  money  and  a  little 
more  to  cover  the  interest  that  he  owes  the  bank  now  that  he 
hasn't  been  able  to  service,  and  the  thing  starts  again. 

So  at  the  time  when  the  bank  is  finafiy  declared  to  be  insolvent, 
welly  at  that  point  there  is  very  little  that  can  be  done  except  to 
have  a  massive  imection  of  new  capital,  new  ownerdiip,  whatever. 

Blr.  RoussELOT.  Would  the  chairman  yield  just  briefly? 

I  just  wanted  to  be  sure  I  understood.  Did  you  say  that  the 
normal  loan  of  that  type  is  10  years? 

Blr.  THOBonsoN.  Could  I  answer  that  one? 

It  is  normally— and  I  think  maybe  Mr.  Pickett  misplaoed  his 
figures— it  is  normally  12-year  loan  and  interest  only  for  the  first  2 
years  and  then  amortized  out  over  the  succeeding  10  years. 

Mr.  RoussELOT.  It  is  normally  12  years  and  interest  only  the  first 
2  years? 

Mr.  Thobcpson.  Yes.  And  then  the  rest  amortized  out  over  a  10- 
year  period  of  time. 

Mr.  RoussELOT.  Thank  you. 

Chairman  St  GERHfAiN.  Mr.  Pickett  and  Mr.  Thompson  and  Mr. 
Davis,  do  you  consider  circumstances  that  clearly  show  an  exhorbi- 
tant  increase  in  a  correspondent  account  wim  a  simultaneous 
gnmting  of  personal  loans  to  be  at  least  an  element  of  a  prima 
mde  case  involving  the  possibility  of  misapplication  of  bank  funds 
or  misuse  of  bank  mnds? 

In  other  words  is  this  one  of  the  prime  elements  that  you  look 
for,  and  your  examiners  look  for,  in  wis  area? 
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Mr.  Thompbos.  If  there  is  no  lustification  for  the  maintenance  of 
such  large  balances  and  a  simiutaneous  loan  at  preferential  rates, 
ves,  it  would  be  my  opinion  in  those  cases  that  there  has  probably 
been  a  misapplication  of  bank  funds,  and  it  would  be  subject  to  a 
referral  to  the  U.S.  attorney  under  the  present  instructions. 

Chairman  St  GERHfAiN.  Mr.  Davis? 

Mr.  Davis.  I  agree  with  Mr.  Thompson.  I  would  think  that  all  of 
the  elements  that  we  woidd  need  to  look  at  are  there. 

Chairman  St  Gerbaain.  Now,  if  your  examiner  looks  at  this 
particular  loan  and  finds  that  a  loan  is  made  to  an  officer  of  the 
bank  that  is  maintaining  a  correspondent  balance  with  this  corre- 
spondent bank  with  no  collateral,  and  the  rate  being  the  prime 
rate,  is  that  or  is  that  not  an  indication  of  a — of  preferential 
treatment— no  collateral,  prime  rate? 

Mr.  Thompbos.  Sir,  it  could  depend  upon  his  financial  circum- 
stances. For  example,  that  bank  officer  could  be  worth  several 
million  dollars  and  would  justify  the  prime  rate.  If  conditions  like 
this  are  not  present,  then  you  very  possibly  have  a  preferential 
treatment. 

Chairman  St  Gerbaain.  Well,  let  us  sav  the  bank  officer  involved 
owes  several  million  dollars  to  other  banks. 

Mr.  Thompbos.  Well,  I  would  analyze  his  situation  and  deter- 
mine whether  or  not  he  was  actually  worth  any  amount  of  money, 
d^ite  the  amount  that  is  shown  on  his  statement. 

Qiairman  St  Gerbaain.  Now,  on  the  question  of  loans  to  officers 
and  directors  and  their  families  by  banks  in  which  correspondent 
relationships  aie  maintained,  I  would  like  to  pose  this  quoition  to 
you.  The  normal  individual  needs  money  for  business  purposes— to 
pay  off  some  obligations,  to  consolidate  loans,  or  what  have  you. 
The  normal  John  Q.  Citizen  goes  to  a  bank  and  he  presents  his 
case  to  the  lending  officer.  Now,  I  am  told  a  few  dasrs  ago  by  some 
individuals  that,  well,  after  all,  why  shouldn't  they  go,  these  Iramk 
officers  and  directors,  to  a  bank  where  they  know  someone?  And 
my  analsrsis  is  that  in  view  of  the  fact  that  there  is  a  danger  that 
these  correspondent  balances  be  used  as  a  means  of  obtaining  loans 
for  bank  officers  and  directors,  why  should  they,  because  they  are 
bank  officers  or  directors  of  banks  and  members  of  their  families, 
receive  this  preferential  treatment?  Why  should  they  not  be  re- 
quired to  go  to  a  bank  other  than  a  bank  with  which  they  have  a 
correspondent  relationship,  thereby  precluding  in  anv  way,  shape, 
or  manner  the  possibility  of  misuse  of  the  bank  funds? 

Mr.  THOBonsoN.  Mr.  Chairman,  I  have  lon^  held  and  believed 
that  the  fact  that  a  person  is  an  officer  or  director  of  a  bank  or 
controlling  owner,  that  he  should  not  receive  preferential  treat- 
ment. This  has  been  my  public  position  for  many  years. 

Chairman  St  GERBfAiN.  Well,  therefore,  would  ^ou  agree  that 
you  would  not  be  hurting,  or  you  would  not  be  discriminating  if 

}rou  were  to  say  to  those  bank  officers  and  directors,  you  shall  no 
onger  go  to  bainks  with  which  you  have  correspondent  balances  to 
obtain  your  locms,  but  vou  go  to  other  banks  just  like  any  other 
citizen  of  this  country  has  to  do,  off  the  street  and  present  your 
case?  Would  that  be  discriminatory  against  them? 

Mr.  LaFalcb.  Mr.  Chairman,  I  would  object  to  the  framing  of  the 
question,  really,  I  think  that  the  question  would  prejudice  the 
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answer.  It  is  as  if  there  automatically  is  preferential  treatment 
given. 

Chairman  St  Gsrbcain.  I  think  I  stated  that  it  would  preclude 
the  possibility  of  preferential  treatment. 

Mr.  LaFalce.  Yes,  I  know,  but  I  think  the  whole  tone  of  your 
question  is  prejudicing  the  question. 

Chairman  St  GERHfAiN.  Well,  the  gentleman  can  ask  a  question 
himself  when  his  turn  comes.  This  is  my  last  question. 

Mr.  Pickett.  I  don't  think  we  have  enough  facts  on  that  particu- 
lar question  to  be  able  to  answer  it  in  such  a  manner  that  it  would 
make  any  sense.  We  have  felt  that  there  is  no  reason  why  a  banker 
should  go  to  another  bank  and  get  preferential  loans  under  any 
circumstances,  and  especially  with  a  bank  in  which  his  bank  has  a 
correspondent  account.  We  feel  that  these  do  create  situations 
where  you  are  approaching  if  you  are  not  going  over  the  border  as 
to  what  you  should  do.  Bankers  have  fiduciary  relationships  to 
their  stockholders  and  especially  to  their  depositors,  and  if  they, 
because  of  the  correspondent  account,  are  getting  preferential 
treatment  in  any  bank,  I  see  no  justification  for  it. 

Chairman  Sr  Gerbiain.  Let  me  try  that  question  one  more  time 
in  a  different  manner.  I  am  not  an  officer  or  director  of  a  bank,  so 
if  I  need  a  loan,  I  go  to  whatever  bank  is  in.  the  area,  or  the  banks 
in  the  curea,  and  attempt  to  obtain  that  loan.  An  officer  or  director 
of  a  bank  will  usually  go,  or  oftentimes  go  to  the  bank  with  which 
his  bank  or  her  bank  has  a  correspondent  relationship. 

Now,  my  Question  is  this:  If  the  Congress  were  to  state  that  no 
longer  can  the  officer  or  director  of  a  bank  borrow  from  a  bank 
with  which  his  bank  or  her  bank  has  a  correspondent  relationship, 
would  that  be  discriminating  against  those  officers  and  directors  of 
banks,  or  would  it  not  be  placing  them  in  the  same  position  that 
any  other  borrower  is  in? 

Mr.  Pickett.  Sir,  I  think  that  would  depend  on  what  the  borrow- 
ing was  for.  I  think  we  should.feure  up  to  this  fact:  That  banks  are 
the  only  lending  institutions  I  know  of  that  will  make  loans  on 
bank  stock.  So  if  you  are  going  to  make  an  absolute  prohibition  of 
any  loan  to  a  bank  from  a  correspondent  bank  under  any  circum- 
stances, you  may  or  may  not  be  cutting  off  areas  where  people  who 
want  to  get  into  the  banking  business  and  who  are  in  the  banking 
business  and  who  want  to  get  more  stock  in  a  bank— you  may  be 
cutting  off  a  whole  area  there.  I  don't  know  who  bankers  would 
turn  to  to  get  bank  stock  loans  if  they  don't  turn  to  other  banks. 

Chairman  Sr  Gerbcain.  Well,  I  am  suggesting  that  they  go  to 
another  bank  but  not  the  bank  with  which  they  nave  a  correspon- 
dent relationship;  that  is  the  question. 

Mr.  Pickett.  Well,  I  can  see  cries  of  distress  rising  from  the 
industry,  but  I  surely  would  not  take  exception  to  something  like 
that. 

Chaimum  Sr  Gerbaain.  You  would  or  would  not  take  exception? 

Mr.  Pickett.  I  would  not  take  exception. 

Chairman  Sr  Gerbaain.  Now  you  have  answered  my  question. 

Mr.  Pickett.  I  am  sorry  I  went  the  long  way  around. 

Chairman  Sr  Gerbaain.  Thank  you  kindly. 

Mr.  Annunzio? 

Mr.  Annunzio.  This  question  is  directed  to  anyone  on  the  panel. 
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Monday,  Dr.  Bums  made  a  speech  in  Kentucky.  He  said  it  would 
be  a  mistake  to  enact  hasty  legislation  in  response  to  the  current 
concern  about  banking  practices. 

He  went  on  to  say — My  hope  is  that  a  sense  of  calm  delibera- 
tion and  balance  would  be  maintained." 

And  he  said  that  even  though  the  industry  was  not  free  of 
problems,  "it  is  mv  judgment  that  generally  high  standards  of 
behavior  prevail  in  banking." 

Mr.  Davis,  what  do  you  think  of  that  statement  on  the  part  of 
Dr.  Bums? 

Mr.  Davis.  I  agree  with  that  statement,  Mr.  Congressman. 

Mr.  Annunzio.  As  you  know,  in  Chicago  we  have  had  our  share 
of  problem  bankers.  I  am  not  here  to  mention  the  names  of  any 
banks  this  morning.  And  I  say  that,  Mr.  Rousselot,  in  all  fairness 
to  the  banks  themselves,  because  there  is  nothing  wrong  with  any 
of  these  banks. 

Like  every  region,  as  you  know — Mr.  Pickett  used  the  example  of 
these  regional  district  attorneys.  You  know,  our  district  attorney 
has  been  very  busy  in  Chicago,  and  we  have  had  our  share  of 
bankers — I  think  we  have  had  more  bankers  in  jail  today  than  an^ 
time  in  the  history  of  the  banking  industry.  They  have  been  in  jail 
and  they  have  been  out  of  jail.  Some  are  on  probation,  they  have 
served  their  term  and  they  have  paid  their  penalty  to  society. 

My  question  is,  when  your  office  went  in — and  you  know,  ^ou 
have  been  there  since  1974,  and  you  have  a  remarkable  reputation, 
because  I  sit  on  this  Banking  Committee,  and  as  I  stated  in  my 
opening  statement,  this  is  the  first  time  we  have  met,  and  I  have 
talked  to  you  on  the  telephone  twice  while  all  of  these  activities 
have  been  going  on. 

Now,  you  run  into  these  problem  situations  in  Chicago — ^and  I 
want  to  get  away  from  the  idea  of  one  situation  that  has  hit  the 
headlines,  because  it  is  my  own  feeling  that  if  this  particular 
individual  stayed  in  the  private  sector  and  never  entered  the  public 
sector,  that  this  situation  would  have  probably  never  been  men- 
tioned. 

What  I  am  getting  at  is  this.  The  situation  with  Mr.  Lance,  had 
he  remained  in  the  private  sector,  would  not  have  been  known,  and 
this  subcommittee  might  not  be  holding  these  hearings.  Now,  how 
prevalent  are  these  situations,  or  when  you  went  in  to  make  your 
investigation  in  the  Chicago  banks  where  we  have  had  at  least  20 
to  25  bankers  sent  to  lail  around  the  Chicago  area,  how  did  you 
handle  these  situations? 

Mr.  Davis.  Well,  let  me  answer  perhaps  what  was  another  ques- 
tion in  this  regard,  and  that  is,  the  situation  ia  not  prevalent  in  my 
region  with  regards  to  these  kinds  of  activities.  A  number  of  tiie 
situations  which  I  am  sure  you  are  referring  to  involving  bankers 
from  the  Chicago  area,  those  situations 

Mr.  Annunzio.  These  are  the  smaller,  outl3dng  banks. 

Mr.  Davis.  Right.  In  the  metropolitan  area  out  there  those  activi- 
ties did  not  go  undetected  by  the  supervisory  authorities. 

Mr.  Annunzio.  I  am  sure  of  that  because  you  kept  the  district 
attorney  busy. 

Mr.  Davis.  And  I  think  that  maybe  there  is  something  that 
perhaps  is  not  known,  that  from  the  time  these  activities  were 
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detected  and  the  actual  trial  or  hearings  or  whatever  entailed  were 
followed,  there  was  a  lapse  of  a  sign^cant  amount  of  time.  This 
does  not  mean,  of  course,  that  those  things  went  on  for  a  long 
period  of  time  before  the  supervisory  authorities  detected  them  and 
properly  reported  them  to  the  U.S.  attorney's  office.  But  these 
things,  they  can  happen  very  quickly,  these  irrc^guko*  transactions. 
And  under  normal  surveillance  in  a  particidar.  institution  there  is 
a  time  span  between  examinations,  and  a  transaction  just  takes 
kind  of  a  stroke  of  the  pen.  They  did  involve — not  the  issue,  I 
guess,  we  are  talking  about  right  here,  the  correspondent  account 
relationshipy-they  did  involve  interbank  relationships  where  there 
were  affiliations  existing  in  either  management  or  ownership. 

Mr.  Annunzio.  They  involved  as  I  recall,  bad  loans  and  kick- 
backs. 

Mr.  Davis.  Yes,  sir;  between  banks  in  which  there  were  relation- 
ships, either  friends  or  fellow  bankers  or  affiliated  management  or 
ownership. 

Mr.  Annunzio.  The  point  I  wanted  to  make  for  the  record  is  that 
in  the  Chicago  region  the  FDIC  has  been  on  the  job  and  has  been 
doing  a  good  job  in  catching  these  situations. 

Mr.  Davis.  In  none  of  those  situations  where  these  activities 
occurred,  none  of  those  banks  have  gotten  themselves  into  extreme 
difficulty  or  near  insolvency.  I  think  that  probably  speaks  to  your 
question. 

Mr.  Annunzio.  In  those  situations,  none  of  those  banks  shut 
iheir  doors? 

Mr.  Davis.  That  is  correct. 

Mr.  Annunzio.  And  we  have  our  share  of  problem  banks,  as  you 
know.  I  know  we  have  our  share  of  problem  banks  in  Chicago,  but 
apparently,  they  are  being  worked  out. 

Mr.  Davis.  I  would  like  to  think,  Mr.  Congressman,  that  we  do 
not  have  our  share,  but  we  have  less  than  our  share. 

Mr.  Annunzio.  Well,  that  is  apparent  to  me  as  I  sit  on  this 
subcommittee.  I  usually  get  these  reports.  But  I  do  know  where  the 
situation  has  come  up,  that  your  agency  has  been  there,  where  you 
have  suggested  more  capital  or  you  have  suggested  changes  in 
personnel,  more  efficient  management. 

How  do  you  go  about  making  the  determination  in  niinois,  where 
we  have  this  facility  law?  You  know,  a  State  bank  can  apply  for  a 
facility. 

Mr.  Davis.  Yes,  sir. 

Mr.  Annunzio.  How  do  you  manage  that,  when  you  send  your 
examiners  into  the  main  bank,  do  you  examine  the  entire  bank 
and  then  send  in  your  statement  so  that  they  could  have  the 
permission  to  open  up  this  additional  facility? 

Mr.  Davis.  We  use  the  examination  report  as  a  basis  to  evaluate 
management  and  the  condition  of  the  bank  and  its  soundness  to 

Ermit  them  to  establish  an  additional  office  which,  in  the  case  of 
inois,  is  only  a  limited  facility. 

Mr.  Annunzio.  And  where  you  have  found  management  or  the 
report  did  not  warrant  your  approval,  they  were  just  denied  a 
facility,  as  I  understand  it. 

Mr.  Davis.  I  don't  have  the  facts  in  front  of  me,  but  I  believe  for 
the  most  part  banks  are  well  aware  of  the  Corporation's  standards 
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to  expand  their  business,  which  would  be  another  office.  Therefore, 
in  most  cases,  they  analyze  their  own  situation  and  come  well 

[)repared  or  take  care  of  any  deficiencies  that  were  reported  at  the 
ast  examination,  or  they  are  prepared  to  take  whatever  additional 
remedies  are  necessary  to  improve  their  situation  and  eliminate 
their  deficiencies  so  that  you  can  make  a  very  favorable  finding  on 
the  factors  which  I  just  previously  mentioned. 

Mr.  Annunzio.  Now,  Chicago  is  the  third  largest  banking  center 
in  the  United  States;  is  it  not? 

Mr.  Davis.  I  am  not  positive. 

Mr.  Annunzio.  How  many  situations  were  there  in  the  Chicago 
r^on  that  were  similar  to  the  Lance  situation  to  your  knowledge? 

Mr.  Davis.  Items  that  we  have  reported  similar  to  the  large 
number  reported  by  Mr.  Thompson  during  the  s€une  period  of 
time? 

Mr.  Annunzio.  Yes. 

Mr.  Davis.  Without  being  held  to  a  particular  number,  I  would 
say  less  than  half  a  dozen. 

Mr.  Annunzio.  Now,  at  this  point,  do  you  feel  that  anv  changes 
are  needed  to  prevent  bank  officials  from  personally  benefiting 
from  corresponaent  relationships,  and  if  so,  what  changes  would 
you  like  to  see?  That  is  what  I  am  leading  up  to. 

Mr.  Davis.  It  is  my  personal  opinion  that  the  existing  regula- 
tions, plus  maybe  those  items  that  are  being  proposed  in  current 
legislation  should  be  adequate  if  properly  enforced. 

Mr.  Annunzio.  As  I  mentioned  the  other  day  at  the  hearing,  I 
have  been  on  this  subcommittee,  and  I  don't  have  the  section  in 
front  of  me,  but  when  you  start  tcdking  about  a  situation,  it  comes 
back  to  you.  In  1966  it  was,  we  liberalized  some  of  our  loan  policies 
to  bank  officials  and  directors.  In  1966  I  thought  that  it  was  a  very 
good  idea.  I  saw  nothing  wrong  with  a  bank  official  or  a  director 
being  able  to  go  to  his  own  bcmk.  At  least,  they  knew  him.  They 
knew  how  much  money  he  was  making.  Ana  in  that  law,  we 
allowed,  I  think,  if  they  were  purchasing  a  home,  $30,000.  If  they 
wanted  to  borrow  money  to  educate  their  children,  $10,000.  And 
$5,000  for  personal  use. 

I  thought,  back  in  1966,  that  was  not  too  much,  although,  now, 
with  homes  that  have  quadrupled  in  price,  there  could  be  some 
people  calling  for  more  lioeralization. 

But  when  a  situation  like  this  happens,  we  are  thinking  of  cut- 
ting back,  and  not  adding  on.  Do  you  think,  in  1966,  when  we 
liberalized  the  law— and  I  don't  have  the  law  in  front  of  me— the 
subcommittee,  in  its  judgment — at  least,  in  our  judgment,  we 
thought  we  were  doing  the  right  thing — Mr.  Pickett  or  Mr.  Thomp- 
son, could  you  comment? 

Mr.  Thompson.  You  are  really  talking  about  national  bank  re- 
strictions. You  see,  most  nonmember  banks  do  not  have  restrictions 
on  the  amount  of  funds  that  an  officer  or  director  can  borrow  from 
their  own  bank. 

For  example,  in  the  State  of  Texas  and  various  other  States,  they 
can  borrow  up  to  the  legal  lending  limit  of  the  bank,  just  as  any 
other  customer  can.  So,  you  really  have  a  different  situation,  Mr. 
Congressman,  between  national  and  State  nonmember  banks. 

Mr.  RoussELOT.  Would  the  gentleman  yield  briefly? 


Digitized  by 


Google 


955 

Mr.  Annunzio.  Yes. 

Mr.  RoussELOT.  You  said  "nonmember  banks."  Do  you  mean 
nonmembers  of  the  FDIC? 

Mr.  Thobipson.  No,  I  used  that  term  to  mean  nonmembers  of  the 
Federal  Reserve  System,  but  a  member  of  the  FDIC. 

Mr.  RoussELOT.  Well,  the  Calhoun  bank  was  a  member  of  the 
Federal  Reserve  System. 

Mr.  Thobipson.  Yes,  sir. 

Mr.  Annunzio.  Mr.  Thompson,  how  necessary  are  compensating 
balances  in  a  correspondent  relationship?  Couldn't  one  bank  simply 
charge  the  other  bank  for  the  services  that  are  provided? 

Mr.  Thobipsgn.  Yes,  sir.  I  believe  I  made  that  s€une  statement  in 
my  statement  that  tlie  whole  system  could  be  revised,  whereby  the 
services  would  be  performed  at  a  fee  and,  if  the  statutepermitted, 
interest  could  be  paid  on  the  correspondent  balances.  That  would 
be  one  way  of  getting  at  the  situatim. 

Mr.  Annunzio.  How  many  cases  involving  abuses  of  correspon- 
dent relationships  by  bank  officers  have  been  referred  bv  your 
office  within  the  past  5  yecurs?  How  many  were  prosecuted?  How 
many  resulted  in  convictions? 

Mr.  Thobipsgn.  Well,  sir,  when  you  say  ''bank  officers,"  you 
include  bank  directors  and  so  forth;  is  this  correct? 

Mr.  Ai<muNZio.  Yes. 

Mr.  Thobipson.  I  would  say  that  within  the  last  5  years— let  us 
date  it  back  when  we  really  started,  in  1970,  when  the  attorney  in 
charge  of  the  criminal  fraud  section  said  it  was  a  violation  of  the 
statute.  All  right,  we  have  referred  probably  around  600  of  these 
letters. 

Now,  some  of  them  have  been  duplications,  one  year  to  the  next 
vear,  for  example.  If  it  was  repeated  3  years  in  a  row,  that  would 
be  in  the  same  figure.  You  could  probably  drop  that  figure  down  to 
about  250  in  Dallas. 

Chairman  St  Germain.  And  one  conviction? 

Mr.  Thobipson.  One  conviction  involving  a  nonmember  bank; 
yes,  sir.  One  prosecution. 

Chairman  St  Germain.  Out  of  250  referrals? 

Mr.  Thobipson.  Yes,  sir. 

Chairman  St  Germain.  Over  a  7-year  period. 

Mr.  Thobipson.  Yes,  sir. 

Chairman  St  Germain.  Now,  when  your  office  referred  these, 
you  felt  that  you  had  a  case;  correct?  Or  that  there  was  a  probabil- 
ity of  a  case? 

Mr.  Thobipson.  It  was  our  considered  judgment,  Mr.  Chairman, 
that  the  law,  as  had  been  interpreted  by  the  Justice  Department, 
had  apparently  been  violated,  and  this  is  the  reason  we  referred  it. 
We  really  had  no  choice  in  those  matters. 

Chairman  St  Gerbiain.  Now,  that  being  the  situation,  one  pros- 
ecution on  250  cases,  that,  in  your  judgment,  were  probably  viola- 
tions. When  you  consider  that,  does  that  not  make  a  case,  so  to 
roeak,  for  a  prohibition  against  borrowing  by  officers  and  boards  of 
directors^  ana  mcgor  stocUiolders  from  the  banks  with  which  corre- 

aondent  relationships  are  maintained?  Because  your  only  other 
temative  is  to  stop  the  insurance;  correct?  Give  notice  that  you 
will  cancel  insurance  coverage?  And  that  is  very  drastic;  correct? 
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Mr.  Thobapson.  Yes  sir;  it  is  drastic. 

Chairman  St  Germain.  And  that  is  why  I  sa^,  do  not  these 
numbers  make  a  heavy  case  for  a  prohibition  agamst  this  type  of 
borrowing? 

Mr.  Thompson.  Sir,  we  take  into  consideration  that  there  are 
approximately  15,000  banks  in  the  United  States. 

Chairman  St  Germain.  But  we  are  talking  about  the  Dallas 
region. 

Mr.  Thompson.  You  have  asked  me,  as  I  understand  the  ques- 
tion, to  comment  on  a  prohibition  which  would  apply  to  all  equally. 
So,  this  would  apply  to  all  15,000  banks  in  the  countir. 

Now,  I  am  not  certain,  in  my  own  mind,  that  tne  prohibition 
would  be  necessary  if  there  had  been  only  this  many  cases.  This 
would  b^  in  relation  to  the  overall. 

Now,  if  you  ask  me,  would  it  help  in  these  situations  of  this 
nature,  certainly,  there  would  be  no  question  but  what  it  could  stop 
certain  of  those  very  drastic  situations. 

Chairman  St  Germain.  I  thank  the  gentleman. 

Mr.  Annunzio.  I  have  one  more  question,  Mr.  Chairman,  of  Mr. 
Thompson. 

Do  you  feel  that  it  would  be  helpful  to  require  bank  officials  to 
disclose  any  personal  loans  that  they  have  from  correspondent 
banks? 

Mr.  Thompson.  Absolutely. 

Mr.  Annunzio.  Thank  you.  My  time  has  expired,  and  again  I 
thank  the  panel  for  their  contribution  this  morning. 

Chairman  St  Germain.  Mr.  Rousselot. 

Mr.  Rousselot.  Thank  you,  Mr.  Chairman. 

As  you  gentlemen  are  aware,  this  subcommittee  has  completed 
hearings  on  some  of  the  financial  activities  relating  to  the  recent 
so-called  revelations  in  the  Lance  case,  and  a  substantial  amount  of 
time  was  spent  attempting  to  determine  whether  Mr.  Lance  per- 
sonally or  on  behalf  of  his  family  used  correspondent  balances  of 
banks  which  he  controlled  as  compensating  balances. 

Now,  Martin  Mayer,  in  his  book,  "The  Bcmkers,"  called  compen- 
sating  balances— and  I  will  quote  him;  I  don't  know  how  authorita- 
tive he  is,  but  I  will  quote  him  anyway  because  it  is  just  an 
interesting  quote — he  calls  the  compensating  balance: 

Uniauely  American  and  remarkably  nutty  because  it  divorces  the  service  per- 
formed from  the  payments  for  them  in  ways  that  make  it  ahnost  impossible  for 
either  the  banks  ana  their  customers  to  know  who  is  paying  how  mudi  for  ^i^iat 

And  I  think,  in  part  of  your  testimony,  you  seem  to  indicate 
agreement  with  this  position. 
Continuing  the  quote: 

Companies  do  not  know  the  real  interest  rate  on  their  loans  and  the  banks  cannot 
match  the  costs  of  the  services  they  provide  with  the  income  that  can  be  traced  to 
providing  them. 

That  is  the  end  of  his  quote. 

Now,  would  any  of  you,  as  a  result  of  that  little  interesting  idea, 
favor  legislation  requiring  that  correspondent  balances  and  related 
services  be  unbundled? 

Mr.  Davis.  It  sounds  appealing  to  me. 

Mr.  Rousselot.  Mr.  Thompson? 

Mr.  Thompson.  I  think  I  offered  an  alternative  in  my  statement. 
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Mr.  RoussELOT.  Which  was  basically  directly  charging  specific 
fees. 

Mr.  Pickett? 

Mr.  Pickett.  My  observation  is  that  a  bank  ought  to  know  and 
the  bank  stockholders  are  entitled  to  know  how  much  of  that 
bank's  correspondent  account  is  really  necessarv  for  clearing  pur- 
poses and  for  paying  fees  and  if  they  itemize  tnose  and  everyone 
knows  what  is  being  paid,  then  no  one  has  an^  complaint. 

Until  that  is  done,  I  think  you  are  invitmg  continued— in  my 
opinion,  at  least^I  think  you  are  inviting  continued  abuse  of  the 
correspondent  accoimt. 

Mr.  KoussELOT.  You  may  each  feel  free  frt)m  now  on,  to  comment 
on  any  of  these  questions  I  have. 

Would  you  favor  legislation  providing  that  officers  and  directors 
of  the  banks  would  be  forbidaen  to  borrow  from  banks  in  which 
their  own  banks  maintain  correspondent  balances? 

Whenever  you  get  an  impulse,  just  speak  up. 

Mr.  Pickett.  I  nave  an  impulse  on  that,  sir,  if  I  may.  We  have 
found  extreme  abuses  in  some  cases,  as  Mr.  Thompson  has  said. 
Perhaps  legidation  of  this  type  would  be  using  an  elephant  gun  to 
shoot  fleas  with.  I  am  not  sure.  I  am  not  prepared  to  state  that 
such  legiiedation  would  help  in  cases  where  there  have  been  abuses. 
Whether  it  would  also  impose  an  unbearable,  unconscionable 
burden  on  bankers  who  have  not  abused  their  bank  accoimts  or  not 
abused  borrowing  privileges,  I  just  am  not  that  familiar  with  the 
overall  application  of  it. 

Mr.  RoussELOT.  Well,  I  put  the  question  obviously  in  very  nega- 
tive terminologv,  but  I  have  done  it  on  purpose. 

Mr.  Davis.  Ibelieve  there  are  directors  who  select  correspondent 
banks  to  borrow  from  for  reasons  other  than  the  fact  that  they  are 
the  correspondent  bank;  and  I  think  that  perhaps  I  agree  with  Mr. 
PickBtt  that  the  prohibition  would  be  severe. 

Mr.  RoussELOT.  Mr.  Thompson? 

Mr.  Thobipsgn.  I  am  not  certain  at  this  time  that  that  type  of 
lemslation  ia  really  needed. 

Mr.  RoussELOT.  Do  vou  think  that  might  be  too  extreme? 

Mr.  Thobipsgn.  WeU,  I  really  just  read  part  of  it  last  night,  and  I 
really  would  like  to  study  and  think  about  this  further. 

Mr.  ROUSSELOT.  Well,  you  can  respond  in  writing,  all  three  of 
you,  on  that  question.  Do  you  want  me  to  restate  it,  or  ia  it  well 
oiough  understood? 

Bfr.  Thobipsgn.  I  think  it  is  understood,  but  I  believe  we  should 
defer  to  our  Chairman  for  an  answer  to  that  question. 

Bfr.  RoussELOT.  Should  legislation  restricting  borrowing  by  bank 
officers  and  directors  be  extended  to  include  members  of  their 
families  and  corporations  which  they  control? 

Bfr.  Davis.  Ghi  the  assumption  that  there  is  a  prohibition,  I 
believe  it  should  be  extended. 

Bfr.  RoussELOT.  To  those  that  I  have  mentioned? 

Bfr.  Davis.  Right. 

Mr.  RoussELOT.  Mr.  Thompson? 

Bfr.  Thobipsgn.  Well,  that  would  present  problems,  too.  You  take 
two  brothers  who  haven't  spoken  to  each  other  in  30  yeara.  They 
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would  be  lumped  together  in  something  of  this  nature.  And  so  I 
think,  if  I  understoodfyour  question 

Mr.  RoussELOT.  Let  me  repeat  the  question. 

Should  legislation  restricting  borrowing  by  bank  officers  and 
directors  be  extended  to  include  members  of  their  families  and 
corporations  which  they  control? 

Mr.  Thompson.  If  there  would  be  an  interrelationship  between 
the  business  interests  of  the  family  members,  then  I  would  say, 
assuming  that  the  legislation  is  passed,  that  it  should  be. 

Mr.  RoussELOT.  All  right. 

Mr.  Pickett? 

Mr.  Pickett.  I  would  go  along  with  Mr.  Thompson's  estimate  on 
that. 

May  I  make  just  a  comment  here? 

Mr.  ROUSSELOT.  Why,  certainly. 

Mr.  Pickett.  Just  before  I  left  Texas  I  had  a  banker,  and  a  very 
fine  banker,  in  my  office.  And  he  was  in  there  on  this  very  thing 
that  you  are  talking  about,  an  affiliation.  He  had  some  stores  that 
were  borrowing  from  the  bank,  and  he  owned  60  percent  control  of 
the  bank  on  all  of  the  borrowings  from  these  affUiates.  He  put  up 
cash,  CD's,  as  security.  Under  section  23A  of  the  Federal  Reserve 
Act  on  loans  to  affiliates,  cash  is  not  an  eligible  security,  believe  it 
or  not,  for  loans  to  affiliates.  It  is  a  strange  thmg.  This  tsrpe  of 
legislation,  he  said,  is  crippling  him  in  his  operations.  I  saic^  well, 
if  you  can  put  up  cash  in  your  own  bank  and  CD's  in  your  own 
bank  for  securities,  why  couldn't  you  go  to  another  bank  and  do  it 
and  remove  any  doubt  in  anyone's  mind  as  to  whether  vou  are 
getting  preferential  treatment  from  your  own  bank?  And  ne  said, 
all  right,  I  can  do  it.  But  he  said,  I  understand  you  are  going  up  to 
testify  before  a  committee.  He  said,  I  wish  you  would  do  one  thing. 
He  said  all  the  bankers  that  I  have  talked  to  have  been  very 
embarrassed  about  this  situation  that  has  come  about  due  to  the 
recent  hecuings. 

Mr.  ROUSSELOT.  Which  situation? 

Mr.  Pickett.  The  Lance  matter. 

He  said  all  of  banking  appears  to  be  under  indictment. 

"I  would  like  you  to  tell  the  committee  that  there  are  95  percent 
of  us  bankers  out  here  that  are  trying  to  do  a  good  and  honorable 
job  for  our  citizens  and  for  our  customers,  and  we  are  doing  it." 
And  he  said,  "If  you  tell  the  committee  that  for  me,  and  not  to 
bum  down  the  house  in  order  to  get  rid  of  a  few  termites,"  he  said, 
"I  would  appreciate  it." 

So  I  have  kept  my  promise. 

Mr.  RoussELOT.  Well,  please  deliver  the  message  back  that  we 
are  concerned  about  the  other  5  percent. 

Mr.  Pickett.  Yes,  sir,  I  understand. 

Mr.  Rousselot.  I  don't  think  we  are  going  to  bum  down  the 
banks.  Are  we? 

Chairman  St  Germain.  No.  We  are  going  to  use  an  exterminator. 

Mr.  Pickett.  That  was  his  quote;  it  wasn  t  mine. 

Mr.  Rousselot.  I  appreciate  the  comment,  that  in  his  estimate  it 
IB  95  percent  that  are  operating  correctly.  Did  you  get  into  a 
discussion,  incidentally,  about  how  many  are  operating  in  a  similar 
manner  to  the  Calhoim  bank? 
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Mr.  Pickett.  Of  course,  all  he  knew  and  all  I  know  is  what  I 
have  read  in  the  papers,  and  he  feels  that  that  type  of  operation 
does  reflect  unfavorably  upon  banking  as  a  whole. 

Mr.  RoussELOT.  Thank  you  for  answering. 

My  fourth  question:  What  criteria  do  you  use  to  determine 
whether  a  bank  officer  is  using  his  bank's  correspondent  balance  at 
another  bank  as  a  compensating  balance? 

Mr.  Thompson.  I  will  try  this  one. 

Mr.  Rousselot,  I  might  make  this  observation,  and  I  think  I  made 
it  earlier;  that  over  the  yecurs  this  practice  has  diminished,  and  it  is 
not  as  prevalent  as  in  past  yecurs. 

For  example,  this  year  I  have  been  informed  we  have  sent  only 
nine  cases  to  the  U.S.  attorney. 

So  there  has  been  tremendous  improvement  in  this  regard,  there 
are  still  a  few  isolated  cases. 

Now,  to  answer  your  question  on  whether  or  not  they  are  utiliz- 
ing bank  funds  to  compensate  personal  borrowings  is  a  question  on 
which  you  have  to  review  the  entire  situation.  You  review  the 
financial  statement  of  the  borrowers:  Does  this  borrower  deserve 
tins  type  of  credit?  You  analyse  the  interest  rate  on  the  loan:  Is 
this  intercut  rate  an  acceptable  rate  for  this  type  of  credit?  And 
then  you  analyse  the  reserve  requirements  of  the  bank  involved:  Is 
the  bank  involved  getting  services  for  the  amount  of  reserves  that 
it  is  keeping  with  that  peuticular  correspondent  bank? 

Now,  assuming  that  the  answer  to  all  of  those  are  favorable, 
then  I  would  suggest  that  there  is  not  a  utilization  of  bank  funds  to 
compensate  personal  borrowings.  However,  if  it  is  a  poor  credit 
risk,  huge  excess  reserves  are  maintained,  and  abnormally  or 
below-normal  interest  rate,  then  it  would  be  my  opinion  that  it 
was. 

Mr.  RoussELOT.  So  you  do  have  criteria? 

Bfr.  Thobipsgn.  Yes,  sir. 

Mr.  ROUSSELOT.  Do  any  of  you  want  to  comment  on  the  question? 

Mr.  Davis.  I  have  nothing  to  add. 

Mr.  Pickett.  No,  sir. 

Mr.  ROUSSELOT.  Thank  you. 

If  the  bank  is  receiving  services  from  the  correspondent  bank  in 
excess  of  the  value  of  its  interest-free  deposit,  does  this  fact  pre- 
clude the  possibility  that  an  officer  might  be  using  the  balance  to 
the  detriment  of  the  bank? 

Mr.  Thompson.  If  they  received  services  in  excess? 

Mr.  RoussELOT.  Yes. 

Mr.  Thompson.  Well,  I  have  found  in  the  past  that  these  corre- 
spondent banks  do  an  analysis  of  these  accoimts  each  month,  at 
least. 

Mr.  RoussELOT.  Each  month? 

Mr.  TnoBfi^soN.  Yes,  sir;  that  most  of  the  mcgor  correspondents 
do  an  analysis  each  month,  and  if  it  is  costing  them  more  to  handle 
that  account  than  they  are  receiving,  they  tell  the  respondent 
bankers— they  say: 

Look,  we  can't  handle  your  account  on  this  basis.  You  are  either  going  to  have  to 
furnish  us  additional  balances  or  somebody  else  can  ei^j<^  your  account. 
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Bfr.  RoussELOT.  Well,  it  is  possible,  to  begin  with,  they  mig^t  be 
operating  at  a  loss.  But  jrou  say  there  is  a  monthly  analysis,  usual- 
ly? 

Mr.  Thobipson.  I  would  say  most  major,  well-operated  banks 
make  a  monthly  analysis  of  such  accounts. 

Bfr.  RoussELOT.  Would  either  of  the  other  two  of  you  want  to 
conmient  on  that? 

Mr.  Pickett.  No,  sir.  I  have  foimd  that  to  be  true. 

Mr.  ROUSSELOT.  On  page  172  of  'The  Bankers,"  Mr.  Bflayer  says: 

A  oompainr  in  trouble  must  aoour  around  for  loans  at  more  and  moie  banks,  and 
at  eadi  bank  wfaero  it  secures  a  loan,  it  must  leave  a  compensating  balance  wbSA 
shows  up  on  its  hcfck  as  cash. 

James  Collett,  of  a  bank  in  Cedar  Rapids,  says: 

During  1970,  laise  corporations  headed  for  the  hinterland— and  we  had  some 
interesting  improadies.  Sbme  very  big  companies  even  ofiered  to  open  a  deposit 
relationship.  But  this  is  hot  mon^  in  the  truest  sense  of  the  word,  and  we  wimld 
not  do  it 

My  question  to  you  is,  are  these  statements  that  I  have  just  read, 
indicative  of  common  practice  in  the  industry? 

Mr.  Thobipson.  If  I  have  understood  the  question  correctly — and, 
unfortunately,  it  has  been  some  time  since  I  read  the  book  in 
question 

Mr.  ROUSSELOT.  Well,  the  quote  was  from  a  Cedar  Rapids  banker. 

Mr.  Thompson  [continuing].  That  in  many  cases  mmor  corpora- 
tions,  or  many  corporations  are  required  to  maintain  balances  on 
the  banks  involved  in  order  to  obtain  credit.  Is  tins  the  thrust  of  it? 

Mr.  RoussELOT.  Yes. 

Mr.  Thompson.  This  \b  true.  This  has  been  true  for  maxiy  jrears, 
and  this  has  been  one  method,  I  suppose,  to  achieve  a  hie^er  rate 
of  return  on  the  loan  involved. 

Mr.  ROUSSELOT.  I  will  ask  one  last  question.  Mr.  Annunrio  did 
refer  to  this,  but  I  would  like  you  each  to  comment  on  it  as  it 
relates  to  the  regions  over  which  you  have  jurisdiction. 

How  widesprc»Eul  in  the  industrv  is  the  kind  of  overdraft  practice 
and  potential  abuse  of  correspondent  bank  relationships  as  indicat- 
ed by  the  Calhoun  bank? 

Mr.  Thompson.  Of  course,  I  am  not  intimately  familiar  with  the 
Calhoun  bank. 

Mr.  RoussELOT.  I  imderstand.  But  you  have  certainly  read  about 
it. 

Mr.  Thompson.  I  read  what  has  been  contained  in  the  report 

Mr.  RoussELOT.  If  it  came  up  in  your  areas 

Mr.  Thompson.  I  would  certisdnly  review  the  situation. 

Mr.  RoussELOT.  The  president  of  the  National  Bank  of  Georgia, 
Mr.  Guyton,  sat  here  and  said  if  he  had  that  kind  of  cease-and- 
desist  order  issued  against  him,  he  would  consider  it  an  "indict- 
ment," to  use  his  own  words.  Now,  how  widespread  is  that?  I  ask 
this  because  we  have  read  a  great  deal  in  the  newspapers  about 
correspondent  balances. 

Mr.  Thompson.  Well,  it  will  go  back  to  some  of  the  original 
comments  that  I  made — the  utuization  of  correspondent  banks' 
balances  was  very  extensive.  I  hope — and  I  am  conndent  that  I  am 
correct — that  that  practice  has  largely  been  eliminated  except  in 
certain  situations. 
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Now,  insofar  as  overdrafts,  we  do  not  find  this  in  my  region  to  be 
a  m£gor  problem.  And,  incidentally,  the  Corporation  is  again  con- 
ducting a  survey  on  this.  The  examiners  are  gathering  data  on  it. 
But  I  review  in  excess  of  1,100  examination  reports  a  year,  and  I 
have  not  seen  this  to  be  a  mcgor  problem. 

Now,  this  could  be  attributed  to  the  fact  that  the  officers  and 
directors  of  nonmember  banks  can  borrow  funds  from  their  own 
banks,  but  the  overdraft  problem  has  not  constituted,  to  my  way  of 
thinking,  a  m^jor  problem. 

Mr.  KoussELOT.  Will  we  get  a  copy  of  that  report  when  it  is 
finished? 

Mr.  Thobipsgn.  Yes.  It  is  being  made,  I  believe.  Chairman  St 
Germain  requested  this. 

Mr.  RoussELOT.  Mr.  Davis,  do  you  want  to  comment? 

Mr.  Davis.  It  is  most  uncommon. 

Mr.  RoussELOT.  Most  uncommon? 

Mr.  Davis.  Right,  in  my  particular  region,  to  see  situations  as  I 
am  led  to  believe  by  just  what  I  have  read  in  the  newspapers  that 
were  uncovered  in  the  Lance  situation. 

Mr.  ROUSSELOT.  Mr.  Pickett? 

Mr.  Pickett.  I  have  found  in  the  34  banks  that  have  closed  that  I 
have  been  attorney  in  charge  of  had  something  to  do  with,  that  in 
almost  every  one  of  those  banks,  at  least  a  majority  of  those  banks, 
there  have  oeen  overdraft  abuses  by  the  officers  which  eventually 
were  turned  to  loans  when  the  examiners  came  in.  An  overdraft  is 
a  loan,  let  us  face  it.  It  is  fiJi)solutely  a  loan.  It  is  an  interest-free 
loan  until  someone  catches  up  with  it,  and  then  you  insist  that  the 
man  pay  interest  on  the  loan,  or  the  overdraft.  In  the  mcgority  of 
the  closed  banks  that  I  have  been  involved  with,  I  have  found  that 
there  were  overdraft  abuses,  excessive  overdraft  abuses,  which 
were  eventually  turned  into  loans  that  the  bank  could  not  have 
afforded  to  make  in  the  first  place.  But  once  you  have  the  over- 
draft on  the  bank  you  have  to  do  something  with  it. 

Mr.  RoussELOT.  Is  it  your  judgment,  then,  that  it  is  a  widespread 
practice  today? 

Mr.  Pickett.  It  was  widespread  in  banks  that  have  been  in 
trouble  and  that  were  closed  that  I  am  familiar  with. 

Mr.  ROUSSELOT.  I  am  talking  about  as  it  relates  to  the  other 
banks. 

Mr.  Pickett.  No,  sir,  not  in  our  region. 

Mr.  ROUSSELOT.  Thank  you,  Mr.  Chairman. 

Chairman  St  Germain.  Mr.  Pickett,  you  stated  that  that  banker 
said  to  you  that  95  percent  of  the  banks  operated  properly  and  only 
5  percent  could  be  put  in  the  category  that  we  have  been  reading 
about  a  little  earlier;  is  that  not  correct? 

Mr.  Pickett.  Yes,  sir. 

Chairman  St  Germain.  And  that  was  his  estimate.  That  being 
the  case,  wouldn't  it  be  advisable  for  the  95  percent  of  the  bankers 
to  marshal  their  efforts  and  assist  the  subcommittee  and  the  com- 
mittee and  the  Congress  in  enacting  the  Safe  Banking  Act  Amend- 
ments of  1977  in  order  to  do  away  with  that  5  percent  that  does 
exist  in  his  estimate? 

Mr.  Pickett.  Ijust  recdly  don't  know  how  to  respond  to  that,  sir. 

Chairman  St  Germain.  Well,  perhaps  it  is  a  rhetorical  question. 
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Mr.  Pickett.  I  think  it  is,  and  a  philosophical  one,  too.  But 
offhand  I  would  say  that  you  would  think  that  the  banking  indus- 
try would  marshal  its  forces  in  order  to  take  care  of  the  people  that 
are  giving  it  the  bad  name  that  it  is  getting  because  of  these 
hearings.  On  the  other  hand,  ^ou  have  many  bankers,  and  I  sup- 
pose a  lot  of  them  still  believe  m  States  rights  and  still  believe  that 
if  they  own  a  bank  or  own  control  of  a  bank,  they  should  have 
some  say,  and  they  will,  I  am  sure,  resist  the  imposition  on  ihem 
by  the  Government  of  stringent  parameters  which  they  feel  they 
don't  want  or  can't  operate  under. 

Chairman  St  Germain.  And  they  are  also  resisting  efforts  to 
remove  some  of  those  restrictions  and  parameters,  to  wit,  with  the 
removal  of  the  prohibition  of  payment  of  interest  on  demand  depos- 
its. That  is  another  rhetorical  question. 

Mr.  LaFalce? 

Mr.  LaFalce.  Mr.  Thompson,  you  have  indicated  that  over  a 
certain  period  of  time — and  I  am  not  exactly  sure  what  that  period 
of  time  was— that  there  were  250  referrals  to  the  Department  erf 
Justice  on  the  subject  of  compensating  balances;  is  tnat  correct? 

Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  You  have  also  indicated  that  Justice  only  deemed 
1  of  the  250  referrals  to  be  worthy  of  prosecution;  is  that  correct? 

Mr.  Thompson.  I  can  say  that  they  only  prosecuted  one  of  those 
cases. 

Mr.  LaFalce.  All  right,  that  is  pretty  close.  I  believe  you  also 
said  that  thus  far  this  year  vou  have  referred  but  nine  cases  to  the 
Justice  Department;  correct? 

Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  Now,  you  have  drawn  the  inference  that  because 
there  has  been  such  a  reduced  number,  to  wit,  nine  cases,  that, 
therefore,  the  practice  of  establishment  of  compensaitng  balances  is 
on  the  wane,  is  that  accurate,  or  could  there  also  be  an  inference 
drawn,  which  might  be  more  plausible,  that  because  of  the  almost 
nonexistent  prosecution  of  the  referrals,  you  have  tossed  your 
hands  up  ana  said,  "Why  bother"? 

Mr.  Thompson.  No,  sir,  I  do  not  operate  that  way.  If  an  apparent 
violation  is  reported  to  me,  then  I  would  proceed  on  that  basis. 

Now,  I  have  not  ceased  efforts  in  discussing  this  question  for 
manv  years,  and  we  have  succeeded  if  you  view  the  interest  rates 
on  the  correspondent  bank  loans  being  charged  going  from  zero 
interest  up  to  the  normal  lending  rate  and  the  reduction  in  excess 
balances  being  maintained.  This  would  suggest  that  the  improve- 
ment, as  I  have  suggested,  does  actually  exist,  that  it  is  real  and 
not  imagined. 

Mr.  LaFalce.  All  right. 

I  would  assume  that  you  and  your  attorney  have  discussed  this 
matter  with  the  Justice  Department  to  see  why  there  is  such  a 
paltry,  almost  nonexistent  prosecution  of  your  referrals,  and  I 
would  like  to  know  what  the  gist  of  that  discussion  has  been. 

Mr.  Pickett.  If  I  may  respond  to  this 

Mr.  LaFalce.  What  is  that,  section  18-656,  willful  misapplica- 
tion? 

Mr.  Pickett.  Yes,  sir. 
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As  you  know,  willful  misapplication  of  funds  as  under  section  656 
ia  a  catchall  for  almost  any  misapplication — embezzlement,  every 
type  of  misapplication. 

Mr.  LaFalce.  This  does  not  refer  exclusively  to  banks,  does  it? 

Mr.  Pickett.  Yes,  sir. 

Mr.  LaFalce.  It  is  under  the  National  Bank  Act? 

Mr.  Pickett.  It  is  in  18  United  States  Code,  the  criminal  code. 

Mr.  LaFalce.  But  it  is  not  just  the  banks,  is  it? 

Mr.  Pickett.  It  is  bank  officers. 

One  of  the  reasons — and  I  don't  think  any  inference  should  be 
left  by  us  and  at  least  not  by  me,  that  just  because  you  have  had 
one  prosecution  that  I  know  of  on  several  himdred  referrals,  that 
the  U.S.  attorneys  are  not  doing  their  job.  I  would  say,  as  an  ex- 
prosecutor,  that  these  are  the  toughest  cases  to  prosecute  that  any 
U.S.  attorney  runs  up  a£[ainst  for  this  reason:  That  they  have  to 
prove  beyond  a  reasonable  doubt  in  order  to  get  a  conviction  that 
the  correspondent  account  was  used — the  bcmk  funds  were  used 
with  an  intent  to  defraud  the  bank.  Now,  when  you  get  down  to 
this  particular  element  it  just  is  almost  impossible  for  U.S.  attor- 
neys or  their  assistants  to  prove  that  there  was  a  willful  intent  on 
the  part  of  the  controlling  hank  officer  who  obtained  the  loan,  the 
low-interest-rate  loan,  with  the  use  of  the  correspondent  account.  It 
is  almost  impossible  to  get  inside  his  mind  and  say  he  intended  to 
injure  or  defraud  the  bank,  even  though  he  has,  in  my  opinion, 
converted  the  bank's  correspondent  account  to  his  own  use. 

Chairman  St  Germain.  Drawing  on  that  s€une  experience — ^you 
related  to  us  your  experience  as  a  prosecuting  attorney  in  the 
matter  of  overdrafts — is  that  just  as  difficult  to  prosecute?  Did  you 
have  any  cases  or  handle  any  overdraft  cases  during  your  days  as  a 
prosecuting  attorney? 

Mr.  Pickett.  Yes,  I  did.  And  this  is  one  thing  that  I  foimd  out: 
That  an  overdraft,  apparently,  is  all  right  if  it  is  not  criminal  in 
nature.  Let  us  put  it  this  way.  An  overdraft  is  not  criminal  in 
nature  if,  I  suppose,  it  eventually  is  paid.  However,  as  a  prosecut- 
ing attorney,  there  is  a  very  small  difference  between  overdrafts 
and  insufficient  funds  checks.  If  you  have  an  overdraft  on  the 
bank,  it  is  not  a  prosecutable  offense.  If  you  have  an  insufficient 
funds  check,  that  means  you  have  overdrawn  your  accoimt  and  the 
bank  has  sent  your  check  back  to  the  mercluuit  and  the  merchant 
demands  prosecution  because  it  was  not  paid  during  the  ordinary 
course  of  business  and  apparently  you  are  not  going  to  pay  it,  or 
you  have  overdrafts  running,  running,  and  running,  and  finally  the 
bank  closes  the  account  and  sends  the  check  back,  insufficient 
fimds.  I  have  prosecuted  many  cases,  and  I  am  sure  every  prosecut- 
ing attorney  in  the  land  has.  It  is  the  bane  of  their  existence, 
prosecuting  of  insufficient  funds  checks,  which  means  that  you 
have  had  an  overdraft  and  the  bank  has  converted  it  into  an 
insufficient  funds  check  by  sending  it  back  to  the  payee. 

Mr.  LaFalce.  Mr.  Pickett,  you  indicate  you  have  prosecuted 
many  cases.  Now,  in  what  position,  in  what  capacity,  did  you 
prosecute  these  cases:  as  regional  counsel  for  the  FDIC? 

Mr.  Pickett.  No.  I  have  no  prosecuting  responsibility  as  regional 
counsel. 

Mr.  LaFalce.  That  is  what  I  thought.  In  what  capacity? 
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Mr.  Pickett.  I  was  a  county  attorney  for  4  years.  I  was  a  district 
attorney  for  4  yecurs,  and  assistant  attorney  general — in  these  capa- 
cities, many  cases. 

Mr.  LaFalce.  Fine.  I  was  just  wondering  whether  you  were  using 
the  word  ''prosecute  cases"  for  the  taking  of  some  civil  action  as 
opposed  to  criminal  action. 

Mr.  Pickett.  No,  sir. 

Mr.  LaFalce.  Let  us  go  back  now  to  section  656  because.it  seems 
to  me  that  perhaps  we  need  changes  or  clarification  of  section  656, 
or  in  the  alternative  perhaps  we  ouffht  to  deal  with  the  issue  in 
some  other  manner,  through  civil  violations  clearly  defined,  where 
you  would  have  a  lower  standard  of  proof.  I  think  it  is  going  to  be 
difficult  to  change  criminal  law  in  any  way  and  be  successful  in 
prosecutions  because  of  the  virtually  impossible  standard  of  proof 
on  intent.  I  don't  know  if  you  concur  in  that  judgment. 

Mr.  Pickett.  I  do  concur  in  that  judgment,  sir.  And  that  is  one  of 
the  reasons  that  when  we  found  out  mat  Justice  could  not  in  good 
conscience  go  ahead  and  prosecute  criminal  actions  on  these  par- 
ticular sets  of  circiunstances,  on  the  use  of  the  correspondent  ac- 
count as  a  compensating  balance  for  personal  loans,  I  feel,  as 
Justice  does,  that  they  are  just  unable  to  make  a  successful  pros^ 
ecution. 

Mr.  LaFalce.  Let  us  get  our  terms  clear  first.  Let  us  talk  about 
Calhoun  National  Bcmk,  and  then  let  us  talk  about,  oh,  Manny 
Hanny.  Can  we  put  a  tag  on  Calhoun?  Which  one  is  the  correspon- 
dent bank  and  which  one  would  be  the  other  bank,  and  what  tag 
do  we  put  on  it?  Manny  Hanny  would  be  the  correspondent  bank, 
right? 

Chairman  St  Germain.  I  think  we  should  tell  them  Manny 
Hanny  is  Manufacturers  Hanover  Trust. 

Mr.  LaFalce.  Is  it  correct  the  Manufuacturers  Hanover  Trust  in 
that  example  would  be  the  correspondent  bank? 

Mr.  Thompson.  Yes. 

Mr.  LaFalce.  What  would  we  call  Calhoun;  the  respondent? 

Mr.  Thompson.  They  used  to  call  them  that  Now  Uiey  just 
loosely  refer  to  it  as  the  correspondent  of  my  correspondent.  But  if 
3rou  want  to  define  terms 

Mr.  LaFalce.  It  does  make  it  difficult  to  discuss  the  issue  unless 
we  have  some  appropriate  titles,  definitions.  So  let  us  call  it  l^e 
correspondent  bank,  which  would  be  the  one  offering  the  services, 
and  the  respondent  bank,  the  one  receiving  the  services;  OK? 

Now  let  us  turn  to  section  656.  Now,  section  656  has  criminal 
sanction  insofar  as  individuals  are  concerned,  does  it  not?  Or  is  it 
also  criminal  sanctions  against  1^^  persons? 

Mr.  Pickett.  It  applies  to  individucds. 

Mr.  LaFalce.  Fme.  So  we  are  talking  now  about  ofiBcers  of 
banks.  Apparently  the  only  hat  we  have  to  hang  on  is  the  willfiil 
misapplication,  so  we  would  be  talking  about  the  officer  of  a  bank 
willfully  misapplying  money;  correct? 

Mr.  Pickett.  That  is  correct. 

Mr.  LaFalce.  Now,  whose  money  would  it  be  willfully  misapply- 
inff;  the  respondent  bank  or  the  correspondent  bank? 

Mr.  Pickett.  The  respondent  bank. 

Mr.  LaFalce.  OK. 
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What  are  the  elements  of  a  prosecutable  violation  that  would 
have  to  be  proven  against  the  officer  of  the  respondent  bank?  I 
would  like  you  to  go  into  not  only  the  question  of  intent,  but  I 
would  like  you  to  go  into  also  the  question  of  detriment  to  the 
bank.  And  I  think  tne  question  would  be  detriment  to  the  respon- 
dent bank. 

Mr.  Pickett.  Well,  yes,  the  respondent  bank. 

The  three  main  elements  of  a  prima  facie  case  of  misapplication 
of  ftmds  is:  First,  the  accused  is  an  officer,  director,  agent,  or 
employee  of  an  insured  bank;  second,  that  the  accused  willAilly 
misapplied  money,  funds,  assets,  or  securities  of  the  bank  entrusted 
to  the  bank's  care  and  custody;  third,  he  makes  this  willful  misap- 
plication with  intent  to  defraud  or  iiyure  the  bank— that  is,  the 
respondent  bank. 

Mr.  LaFalce.  Now,  what  I  have  a  problem  with  is,  let  us  suppose 
that  there  is  no  detriment  to  the  respondent  bank,  that  the  corre- 
spondent bank  gives  full  service  to  tne  respondent  bank,  and  yet 
there  clearlv  is  preferential  treatment  given  to  the  officer  of  the 
respondent  bank,  and  it  was  the  intent  of  the  officer  of  the  respon- 
dent bank  to  obtain  preferential  treatment,  but  the  correspondent 
services  he  gets  from  the  correspondent  baiik  are  the  same  corre- 
spondent services  he  would  get  anyplace  else. 

Would  there  still  be  a  violation,  a  prosecutable  violation? 

Mr.  Pickett.  In  my  opinion,  there  would  not. 

Mr.  LaFalce.  So  if  we  could  show  that  the  correspondent  banks, 
regardless  of  the  willful  intent,  regardless  of  preferential  treat- 
ment, still  gave  adequate  services  under  the  terms  of  the  corre- 
spondent relationship,  there  would  be  no  prosecutable  violation? 

Mr.  Pickett.  I  assume  that  to  be  true. 

Mr.  LaFalce.  How  could  we  then  improve  the  law? 

Mr.  Pickett.  Are  you  talking  about  the  criminal  law? 

Mr.  LaFalce.  Yes,  the  criminal  law  first. 

Mr.  Pickett.  I  think  the  criminal  law  is  not  eoing  to  be  changed. 
You  are  always  going  to  have  those  elements  that  we  talked  about 
here. 

Mr.  LaFalce.  Then  I  would  make  this  suggestion  to  Mr.  Thomp- 
son: That  you  forget  about  referring  any  cases,  even  those  nine,  to 
the  Justice  Department,  because  I  doubt  that  in  any  instance  you 
are  going  to  be  able  to  find  the  services  not  being  given  by  the 
correspondent  bank  to  the  respondent  bank. 

Mr.  Thompson.  Sir,  I  have  a  duty. 

Mr.  LaFalce.  That  is  more  the  nature  of  a  question. 

Mr.  Thompson.  I  have  a  duty  and  a  responsibility  to  refer  any 
such  acts  to  the  U.S.  attorney. 

Mr.  LaFalce.  In  the  cases  where  you  have  referred  those  9 
referrals  and  part  of  that  250  referrals,  did  you  think  that  there 
was  detriment  to  the  respondent  bank? 

Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  How  so? 

Mr.  Thompson.  Because  excess  fimds  were  generally  deposited  in 
the  correspondent  bank  and  were  not  available  for  utilization  as 
earning  assets  by  the  respondent  bank. 

Mr.  LaFalce.  OK.  Now,  that  is  a  very  important  question.  Then 
we  are  showing  detriment  to  the  respondent  bank. 
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Mr.  Thompson.  Yes,  sir. 

Mr.  LaFalce.  Usually  not  because  services  haven't  been  provided 
but  because  there  has  been  surplus  funds  for  those  services.  Now, 
how  do  we  measure  the  adequacy  of  the  balance  that  should  exist 
in  return  for  correspondent  services?  It  seems  to  me  that  is  a  very 
difficult  thing. 

Mr.  Thompson.  Yes,  sir.  This  is  a  jud^ent  factor  that  I  hope  we 
have  obtained  through  years  of  experience  in  analyzing  services 
performed,  and  in  some  cases,  whether  any  services  are  performed 
at  all,  and  can  make  that  decision  on  the  basis  of  the  individual 
case.  Also,  don't  overlook  the  fact  that  I  have  mentioned  earlier, 
that  nonmember  banks  have  to  keep  their  reserves  someplace. 

Mr.  LaFalce.  OK.  Let  us  posit  the  nonexistence  of  the  correspon- 
dent's service  even  though  there  is  a  correspondent  relationship.  It 
would  seem  to  me  that  then  the  correspondent  bank  is  a  party 
culprit.  What  criminal  sanctions  now  enst  for  the  correspondent 
bank  in  the  situation  I  have  posited? 

Mr.  Thompson.  I  have  not  made  exceptions.  I  have  reported 
them,  too. 

Mr.  LaFalce.  Yes,  I  know,  but  what  criminal  statute? 

Mr.  Pickett,  would  it  again  be  section  656? 

Mr.  Pickett.  They  are  under  section  656,  yes,  sir. 

Mr.  LaFalce.  Would  willful  misapplication  llien  be  the  appropri- 
ate statutory  language? 

Mr.  Pickett.  Yes,  sir,  in  those  cases,  in  the  case  that  you  talked 
about  where  there  was  a  correspondent  account  placed  in  a  bank 
and  they  were  doing  no  services  for  the  bank.  And  we  have  had 
these  cases  and  referred  them,  where  there  were  no  services  per- 
formed. I  think  those  are  the  very  best  cases  we  have  had,  and  we 
have  referred  those,  and  only  one  conviction  on  that,  and  that  was 
a  case  in  Oklahoma. 

Mr.  LaFalce.  What  would  be  the  money  that  was  willfully  mis- 
applied then? 

Mr.  Pickett.  He  took  $30,000  in  this  particular  case. 

Mr.  LaFalce.  Would  it  be  the  loan  given  to  the  officer? 

Mr.  Peckett.  No,  the  misapplication  of  the  bank's  money  to  put 
in  another  bank. 

Mr.  LaFalce.  No,  that  is  the  respondent  bank.  I  am  now  going 
after  the  correspondent  bank.  If  the  correspondent  bank  is  not 
providing  services  to  the  respondent  bank,  how  do  we  go  after  the 
correspondent  bank? 

Mr.  Pickett.  I  don't  think  you  are  going  to  go  after  the  corre- 
spondent bank. 

Mr.  LaFalce.  Now,  I  have  just  been  told  by  Mr.  Thompson  that 
they  refer  the  correspondent  bank  for  criminsJ  prosecution. 

Mr.  Thompson.  Sir,  I  think  they  are  part  of  the  conspiracy  to 
defraud. 

Mr.  LaFalce.  So  you  get  them  on  conspiracy.  Now,  conspiracy  to 
what?  Conspiracy  to  violate  section  656?  Conspiracy  to  willfully 
misapply — is  that  it? 

I  have  to  ask  you  these  questions,  because  if  we  are  to  improve 
the  law,  we  have  to  know  what  vou  are  doing  right  now,  and  we 
have  to  get  fairly  specific.  One  of  the  problems  that  has  existed  is 
we  have  not  gotten  specific  enough. 
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Mr.  Pickett.  I  know  of  no  case  where  we  have  referred  a  section 
656  case  violation  on  the  correspondent  bank. 

Mr.  LaFalce.  Now,  Mr.  Thompson,  you  just  testified  you  referred 
more  cases  with  correspondent  banks  than  with  respondents. 

Mr.  Thobcpson.  The  cases  that  we  normally  would  see  would 
emanate  with  the  respondent  bank  because  the  smaller  banks  are 
usually  the  respondents  of  the  correspondents,  and  these  are  the 
ones  tnat  we  supervise  as  nonmember  banks. 

Now,  if  I  need  to  correct  my  testimony,  what  I  am  saying  in  the 
U.S.  attorney  letter,  that  the  officer  or  director,  as  the  case  may  be, 
of  the  respondent  bank  is  utilizing  the  respondent  bank's  funds  to 
the  detriment  of  all  the  shareholders  of  the  bank. 

Also,  the  correspondent  bank  ofGcers  who  participated  in  this 
were  accessories  to  this  act. 

Mr.  LaFalce.  Well,  it  seems  to  me  that  we  could  be  more  suc- 
cessful by  pursuing  civil  sanctions  as  opposed  to  criminal  sanctions, 
purely  as  a  practical  matter. 

Mr.  THOBfPSON.  I  think  we  have  achieved  most  of  the  corrections 
through  moral  suasion  or  the  efforts  that  we  have  directed  in  this 
area. 

Mr.  LaFalce.  Well,  that  is  something  that  I  wonder  about. 

What  are  the  tools  that  you  have  to  correct  this  situation?  You 
can  issue  cease-and-desist  orders,  can  you  not? 

Chairman  St  Germain.  Excuse  me,  Mr.  LaFalce,  but  that  is  what 
we  have  in  the  bill  that  we  have  just  introduced,  additional  cease- 
and-desist  orders  to  the  individuals  involved. 

Mr.  LaFalce.  Yes,  the  Senate  passed  that.  I  realize  that.  But  the 
point  I  am  making  is  that  the  cease-and-desist  orders  would  have 
future  applicability;  correct?  I  mean,  they  are  not  going  to  give 
punishment  for  past  actions. 

Mr.  THOBfPSON.  Well,  the  cease-and-desist  powers 

Mr.  LaFalce.  Cease  and  desist  means  don  t  do  it  an3ntnore. 

Mr.  THOBfPSON.  No.  We  can  use  it  to  enforce  restitution. 

Mr.  LaFalce.  OK.  But  you  only  make  the  parties  whole,  so  to 
speak.  You  make  them  oo  retroactively  what  they  should  have 
done  to  begin  with.  But  they  are  in  no  worse  position,  given  vour 
present  sanctions,  for  having  violated  the  law,  and,  therefore,  I  am 
wondering  if  there  is  adequate  deterrent  under  your  present  sanc- 
tions, and  I  am  wondering;  whether  simply  enabling  you  to  give 
cease-and-desist  orders  against  the  individuals,  which  we  cannot  do 
right  now,  as  opposed  to  the  institutions,  is  adequate. 

Mr.  Pickett.  It  is  my  understanding,  sir,  that  under  the  present 
state  of  the  law,  that  under  section  8(b)  the  regulatory  agencies  are 
being  given  the  right  to  fine  the  bank— impose  fines  on  the  banks 
and  even  officers  for  continuing  a  practice  like  this. 

Mr.  LaFalce.  What  fines  can  be  imposed  upon  whom,  banks 
and/or  officers,  for  what  violations  involving  tnis  correspondent 
relationship? 

Mr.  Pickett.  As  of  now,  as  I  understand  it,  none. 

Mr.  LaFalce.  Well,  that  just  contradicts  what  I  just  heard. 

Chairman  St  Germain.  He  said  in  the  bill  we  are  considering  we 
include  these  sanctions. 

Mr.  LaFalce.  I  don't  think  he  said  that.  I  doubt  that  he  saw  the 
bill  that  was  introduced  yesterday. 
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Mr.  Pickett.  Sir,  this  has  been  talked  about  for  some  time.  I  am 
aware  of  what  is  generally  in  this  bill,  and  that  was  one  of  the 
things  that  the  Corporation  has  asked  for. 

Mr.  LaFalcb.  Fine. 

Well,  I  think  my  time  has  expired. 

Qiairman  St  Germain.  Gentlemen,  I  think  there  is  one  factor 
that  has  not  been  discussed  here  that  we  should  not  lose  sight  of. 
When  funds  are  placed  by  a  respondent  bank  in  a  correspondent 
bank  and  in  return  they  get  some  loans  that  they  ordinarily  would 
not  get,  and  that  is  tne  reason  for  the  relationship,  is  this  not 
prejudicial  and  harmful  as  far  as  competition  is  concerned  by  other 
potential  correspondent  banks  who  would  not  accede  to  this  type  of 
relationship,  where  they  would  provide  loans  to  officers  and  boards 
of  directors  or  members  of  boards  of  directors?  Doesn't  that  hurt 
other  correspondent  banks  by  saying:  If  we're  going  to  maintain  a 
balance  at  bank  X  because  bank  X  is  going  to  give  me,  the  presi- 
dent, a  loan  that  I  would  not  otherwise  get,  whereas  bank  Y  won't 
doit? 

Mr.  Thompson.  I  think  you  made  that  as  a  statement,  Mr.  Chair- 
man, and  I  would  agree  with  it. 

Chfidrman  St  Germain.  Thank  you. 

Mr.  Cavanaugh? 

Mr.  Cavanaugh.  Well,  having  missed  most  of  the  hearings  I  am 
reluctant  to  ask  any  questions.  I  would  like  maybe  to  pursue  that  a 
little  bit,  though,  and  Just  on  a  broader  spectrum,  who  is  iiy'ured  by 
these  transactions?  What  is  the  nature  of  the  ii^ury? 

To  a  certain  extent  you  have  professional  court^  in  very  many 
other  areas.  There  is  an  analogy  there.  But  I  would  like  to  have 
you  express  yourself  on  the  nature  of  the  ii^jury  that  transpires  in 
the  preferential  treatment. 

Mr.  THOBfPSON.  There  is  normally,  using  depositors'  funds,  in 
those  areas  that  you  mentioned,  none. 

The  way  I  view  it  is  that  if  the  banks  are  keeping  reserves  in 
excess  of  that  which  is  required  to  either  support  the  legal  reserve 
requirements  of  the  State  or  the  services  being  performed,  if  the 
excess  reserves  are  maintained  to  support  the  loan,  so  to  speak, 
then  this  is  clearly  to  the  detriment  of  the  other  shareholders  of 
the  bank  who  are  not  able  to  realize  either  from  appreciation  at 
book  value  or  from  dividends  the  earnings  which  could  have  been 
derived  by  placing  those  excess  cash  reserves  into  investments. 

Mr.  Cavanaugh.  So,  first,  the  shareholders  are  ii^jured. 

Mr.  THOBfPSON.  Yes,  sir. 

Mr.  Cavanaugh.  And  then  the  depositors  also  suffer,  I  assume. 

Mr.  Thompson.  Well,  the  depositors  would  suffer  to  the  extent 
that  the  bank  might  not  be  employing  its  funds  to  the  b^t  utiliza- 
tion of  the  community  in  which  it  is  located.  A  bank  has  a  duty  to 
do  this,  it  is  my  understanding. 

Mr.  Cavanaugh.  Well,  it  has  no  legal  duty  to  do  that. 

Mr.  Thompson.  No,  sir.  But  as  a  regulated  environment  and  a 
protected  environment  and  so  forth,  I  believe  this  has  long  been 
accepted,  that  this  is  one  of  the  basic  purposes  of  banking. 

Mr.  Cavanaugh.  Well  let  me  ask  you:  Should  that  be  a  l^al 
duty?  Should  we  impose  some  standard  upon  banks  that  they  use 
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their  funds  in  a  manner  most  beneficial  to  the  community  in  which 
they  derive  their  deposits? 

Mr.  Thompson.  I  should  not  have  opened  that  up.  I  think  the 
vast  msgority  of  banks  are  attempting  to  employ  the  funds  to  the 
best  utilization  of  the  community. 

Mr.  Cavanaugh.  Well,  perhaps  that  would  be  an  argument  for 
making  it  a  legal  obligation,  because  if  the  msg'ority  are,  then  we 
are  only  finding  a  minority  that  are  offending  that  commonly 
accepted  stand£md.  If  we  made  it  a  universal  standard,  we  would 
then  have  none. 

Do  you  agree  or  disagree? 

Mr.  THOBfPSON.  Well,  we  again  are  getting  into  some  philosophi- 
cal discussions. 

Mr.  Cavanaugh.  Well,  do  you  agree  or  disagree  with  the  state- 
ment? 

Mr.  THOBfPSON.  That  there  should  be  a  statutory  provision  to 
require  banks  to  employ  the  funds  which  would  be  for  the  best  use 
of  the  community? 

Mr.  Cavanaugh.  Right. 

Mr.  THOBfPSON.  WeU,  I  can  see  difficulties  with  that.  For  exam- 
ple, in  times  of  national  economic  stress,  banks  should  be  the 
biggest  supporters  of  the  debt  of  the  Federal  Government  or  one  of 
the  biggest  supporters.  There  might  be  occasions  where  the  States 
would  need  funds.  I  would  think  it  would  be  hard  to  legislate  in 
this  area. 

Mr.  Cavanaugh.  I  have  no  further  questions,  Mr.  Chairman. 

Chairman  St  Germain.  I  would  just  observe  that  when  the  bank 
applies  for  its  charter,  one  of  the  points  included  there  is  the  fact 
that  there  is  a  need  in  the  community  to  be  filled,  and  the  poten- 
tial banker  says,  "We  are  going  to  fill  that  need,"  and  I  think  that 
in  an  area  where  the  regulators  here  can  serve  this  well  is  when  a 
bank  applies  for  a  branch.  Of  course,  that  doesn't  exist  in  Texas, 
but  in  areas  where  branching  is  permitted,  that  before  a  branch  is 
approved,  they  should  satisfy — this  we  could  do,  Mr.  Cavanaugh — 
they  should  satisfy  the  regulator  that,  in  fact,  they  are  serving  that 
community's  neeois. 

Mr.  Cavanaugh.  Similar  to  an  FCC  requirement  of  a  continuing, 
ongoing  justification  of  the  original  criteria  for  the  granting  of  the 
license? 

Chairman  St  Germain.  Right.  That  is  the  theory. 

Mr.  Leach? 

Mr.  RoussELOT.  Will  the  gentleman  yield  briefly? 

Mr.  Leach.  Yes. 

Mr.  RoussELOT.  Mr.  Chairman,  I  ask  unanimous  consent  to  insert 
a  statement  W  Congressman  Charles  E.  Grassley. 

Chairman  St  Germain.  Could  I  reserve,  until  I  take  a  look  at  the 
statement  to  see  if  it  applies? 

Mr.  RoussELOT.  It  does  apply. 

Chairman  St  Germain.  Based  on  your  statement,  certainly,  with- 
out objection. 

[The  statement  referred  to  of  Congressman  Charles  E.  Grassley 
of  Iowa  follows:] 
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Remarks  of  Conobbbbman  Charlbs  E.  Gbabblby,  a  Rbpbbbbntativb  in 

CONOBBBS  FBOM  THB  StATB  OF  lOWA 


Mr,  Chairman,  I  would  like  to  thank  you  for  allowing  me  to  participate  in  these 
important  hearings  on  Mr,  Lance's  hawirmg  practices  and  your  newly  introduced 
"Safe  Banking  Act  of  1977." 

I  find,  after  reviewing  Title  8  of  the  draft  legislation  entitled  "Extensions  of 
Credit  and  Correspondent  Balances"  that  I  have  certain  reservations  about  an 
outrifl^t  prohibition  of  loans  from  correspondent  banks  to  bank  officers,  directors,  or 
stockholders  with  5  percent  or  more  interest  of  any  class  of  voting  securities.  I 
would  hope  that  the  Subcommittee  could  have  the  benefit  of  hanlnng  industry 
comments  before  such  loans  are  prohibited. 

The  problem  in  the  past  has  been  tiiat  the  Justice  Department  has  been  unable  to 
gather  enough  evidence  to  attempt  prosecution  of  abuses  of  correspondent  relation- 
ships. However,  if  the  burden  were  placed  on  the  bank  opening  the  correspondent 
account  to  keep  a  balance  in  the  correspondent  bank  commensurate  with  the 
services  received,  I  believe  that  the  potential  for  abuse  could  be  ranoved.  Tliis 
would  require  that  correspondent  banks  place  a  dollar  amount  on  the  services 
provided  along  with  accurate  accounting  procedures  to  indicate  when  correspondent 
account  balances  are  excessive.  It  is  my  understanding  that  the  larger  corroyon- 
dent  banks  already  maint^iin  their  accounts  in  this  manner  so  that  the  additional 
paperwork  burden  would  be  minimal.  With  the  Chairman's  permission,  I  would  like 
to  tender  substitute  language  for  Title  8  when  the  Subcommittee  marin  up  the 
"SafiB  Banking  Act" 

Mr.  Leach.  Mr.  Davis,  would  you  agree  that  one  of  the  primary 
goals  of  the  bank  examination  process  is  to  protect  minority  stock- 
holders? 

Mr.  Davis.  One  of  the  primary  purposes  of  bank  examination? 

Mr.  Leach.  Yes,  sir. 

Mr.  Davis.  The  primary  purposes  of  bank  examination,  phjrsical 
examination  of  an  institution  is  to  determine  the  quality  of  the 
bank's  management,  its  acceptability  and  appropriateness  of  their 
policies,  the  quality  of  the  bank's  investments,  and  the  adequacy  of 
the  capital  protection  available  for  depositors. 

That  is  the  purpose  of  the  examination  that  is  done  by  a  field 
examiner. 

I  might  add,  in  my  personal  opinion,  that  the  supervisory  role 
includes  an  examination  of  the  fairness  to  minority  shareholders. 

Mr.  Leach.  I  might  cite,  in  this  regard,  page  213  of  banking 
studies  prepared  by  the  Board  of  Governors  of  the  Federal  Reserve 
System,  which  states  that  one  of  the  five  reasons  examinations  are 
conducted  is  to  protect: 

The  stockholder  who  invests  in  the  hanking  business  in  the  hq[)e  that  this  mon^ 
will  brinff  a  return  as  a  result  of  successful  hanking  operations,  will  not  have  to  be 
used  to  absorb  losses. 

In  this  regard,  would  you  agree  that  the  use  of  bank  funds  for 
political  purposes,  for  example,  airplane  usage  in  campaigns,  re- 
duces earnings  to  the  bank  as  a  whole  and  therefore  may  jeopar- 
dize the  earnings  for  all  shareholders,  including  those  in  the  minor- 
ity. 

Mr.  Davis.  Since  it  would  not  be  a  bank-related  expense  for 
operations,  it  would  reduce  bank  e€u*nings. 

Mr.  Leach.  In  your  district,  in  the  Chicago  area,  is  there  known 
to  be  wide  problems  in  the  use  of  bank  airplanes  for  political 
purposes? 

Mr.  Davis.  I  know  of  no  instances  that  have  come  to  our  atten- 
tion. 
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Mr.  Leach.  I  recognize  that  you  did  not  examine  the  First  Na- 
tional Bank  of  Chicago  since  it  is  a  national  bank.  But  out  of 
reputation,  do  you  know  of  it  ever  having  used  an  airplane  for 
political  purposes? 

Mr.  Davis.  No,  sir. 

Mr.  Leach.  Well,  I  might  point  out,  in  this  regard,  that  yesterday 
it  was  revealed  that  Mr.  Joay  Powell  of  the  White  House  staff  has 
accused  Senator  Percy  of  using  an  airplane  for  political  purposes  of 
the  First  National  Bank  of  Chicago.  Senator  Percy  is  a  controver- 
sial leader,  obviously,  in  his  own  party  as  well  as  in  the  country. 
But  I  think  that  efforts  by  the  White  House  to  smear  a  man  of  his 
character  is  all  too  reminiscent  of  efforts  of  a  previous  administra- 
tion to  smear  the  character  of  other  political  leaders;  this  is  a  deep 
embarrassment  to  the  country.  If  we  are  seeing  the  development  in 
the  White  House  today  of  a  super-sensitive,  super-loyalists'  kind  of 
''Georgia  Mafia,''  then  I  think  it  should  be  no  less  tolerated  than 
the  C^Ufomia  Mafia  was  4  years  ago.  The  tactic  of  attacking  one 
individual  in  order  to  protect  another  is  reprehensible. 

In  any  respect,  getting  back  to  the  use  of  bank  funds  for  political 
purposes,  would  you  agree  that  in  some  instances  when  an  individ- 
ual places  a  correspondent  balance  at  a  bank  that  therefore  this 
might  make  the  other  bank  more  willing  to  consider  making  loans 
to  the  incUvidual  responsible  for  placing  the  balance?  For  example, 
more  willing  to  make  political  loans  to  a  campaign  which  a  bank 
official  may  be,  himself,  part  of,  or  to  a  campaign  which  the  official 
might  be  supporting? 

Mr.  Davis.  Are  we  basing  this  on  strictly  the  fact  that  there  is  a 
correspondent  relationship  in  the  placing  of  the  account? 

Mr.  Laach.  Yes. 

Mr.  Davis.  I  would  say  that  would  not  necess€uily  be  true  that 
they  would  feel  obligatea  to  carve  out  any  preferential  treatment. 

Mr.  Leach.  Would  you  agree  that  funds  placed  in  noninterest- 
bearing  accounts  deprives  shareholders  of  the  ability  to  earn  a 
return  on  those  funds? 

Mr.  Davis.  Would  you  be  talking  about  noninterest-bearing  ac- 
counts other  than  those  funds  necessary  to  meet  reserve  require- 
ments in  norm£d  activities? 

Mr.  Leach.  Yes,  sir. 

Mr.  Davis.  Yes,  sir,  they  would  be  depriving  shareholders  of 
earnings. 

Mr.  Leach.  What  I  am  getting  at  in  part  is  that  if  there  is  a 
violation  of  normal  banking  principles,  to  whom  does  the  FDIC 
turn,  or  to  whom  would  a  bank  regulatory  agency  turn,  and  do  you 
consult  with  either  State  or  Federal  securities  agencies  with  re- 
spect to  possible  problems  of  this  nature? 

Mr.  Davis.  Are  you  speaking  with  regard  to  correspondent  rela- 
tionships? 

Mr.  Leach.  Yes,  sir. 

Mr.  Davis.  We  would  consult  with  whom,  sir? 

Mr.  Leach.  Either  State  or  Federal  securities  regulators,  on  the 
basis  that  minority  shareholders  are  getting  an  unfair  return  on 
their  investments? 

Mr.  Davis.  I  have  never  done  that,  sir. 
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Mr.  Leach.  I  might  argue  that  bank  officers  and  directors  are 
trustees  for  the  depositors,  but  they  are  also  trustees  for  the  minora 
ity  shareholders,  and  I  would  like  to  request  unanimous  consent  of 
the  chairman  to  place  in  the  record  a  statute  of  the  State  of 
Georgia,  which  indicates  that  large  overdrafts  are  a  violation  of 
State  law  and  that  they  are  subject  to  penalties  of  up  to  1  year  in 
State  prison. 

Mr.  Cavanaugh  [presiding].  Do  you  have  specific  statutory  refer- 
ence? 

Mr.  Leach.  Yes,  I  do.  It  is  title  41A,  section  2212  of  the  Code  of 
Georgia,  annotated. 

Mr.  Cavanaugh.  If  there  is  no  objection,  then,  the  cited  statute 
will  be  placed  in  the  record. 

[The  excerpt  from  the  Code  of  Georgia,  annotated,  submitted  by 
Congressman  Leach  follows:] 


Digitized  by 


Google 


973 


CODE  OF  GEORGIA 

ANNOTATED 


Including  the  Code  of  1933  and  All  Laws  of  General  Application 

Subsequently   Enacted   with   Editorial   Notes  and   Complete 

Annotations    of    the    Decisions    of    the    Supreme    Court 

and   Court   of   Appeals  of   Georgia  and   of   All 
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j53  FINANCIAL  INSTITUTIONS  §  41A-2212 


41A-2212    Financing  involving  directors  or  officers 

(a)  Except  as  provided  in  subsection  (b),  a  bank  or  trust  company 
shall  not  make  loans  or  otherwise  extend  financing  to  one  of  its 
directors  or  officers  which  in  aggregate  amount  exceeds  the 
principal  sum  of  $5,000. 

(b)  A  bank  or  trust  company  may,  subject  to  other  restrictions 
imposed  by  law  or  its  articles  or  bylaws,  make  loans  to  a  director 
or  officer  without  regard  to  the  limitation  of  subsection  (a)  if  each 
such  loan  is  approved  in  advance  by  the  board  of  directors  or  a 
committee  thereof  authorized  to  act  for  the  board,  and  if  each  such 
loan  is  either: 

(1)  secured  by  deposits  in  the  bank  or  trust  company,  or  cash 
surrender  value  of  life  insurance  in  an  amount  equal  to,  or  by  other 
collateral  with  a  market  value  of  at  least  20  per  cent,  more  than, 
the  amount  of  the  loan; 

(2)  conforms  with  the  requirements  of  a  real  estate  loan  under 
section  41A-1307  and  regulations  issued  pursuant  thereto  and  is: 

(i)  secured  by  a  first  priority  mortgage  or  security  deed  on  the 
home  of  such  officer  or  director;  or 

(ii)  guaranteed,  or  is  one  for  which  a  written  commitment  to 
guarantee  has  been  made,  by  the  Veterans  Administration 
pursuant  to  the  Veterans'  Benefit  Act;  or 

(iii)  insured,  or  is  one  for  which  a  written  commitment  to  insure 
has  been  issued,  pursuant  to  national  housing  legislation; 

(3)  an  extension  of  credit  not  at  any  time  exceeding  $10,000  for 
the  purpose  of  financing  the  education  of  a  child  or  children  of  a 
director  or  officer; 

provided  that  no  director  shall  be  eligible  to  vote  on  a  loan  to 
himself  under  this  subsection. 
(Acts  1974,  pp.  705,862.) 

Comment 

This  provision  relaxes  restrictions  on  loans  to  bank  oflicers,  directors,  agents 
and  employees.  Sections  13-2012  and  13-2013  of  the  former  Banking  Code  required 
all  such  loans  to  be  approved  by  the  board  of  directors  and  to  be  amply  secured 
except  indebtedness  of  less  than  $1,000  arising  from  the  acquisition  of  accounts 
or  under  credit  card,  check  credit  or  similar  plans.  This  provision  applies  such 
restrictions  only  to  directors  and  officers  and  would  allow  loans  to  these  ofTicials 
of  up  to  $5,000  without  such  formalities.  All  indebtedness  above  the  $5,000  level 
would  have  to  be  approved  by  the  board,  and  secured  with  at  least  a  20  per  cent, 
margin  except  for  designated  home  or  educational  loans.  The  provision  represents 
a  compromise  between  the  very  restrictive  attitude  of  former  Georgia  law  and 
a  more  liberal  Pennsylvania  approach.  See  Pa.  Stat.  Ann.  Tit.  7,  Sec  1415. 
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Mr.  Leach.  Thank  you. 

It  just  seems  to  me  that  perhaps  the  bank  regulatory  process  has 
not  been  adequately  tuned  in  to  protection  of  minority  stockholder 
needs  and  that  both  with  regard  to  the  National  Bank  of  Georgia 
which  sold  capital  stock  on  August  16, 1976,  and  to  the  fact  that  in 
many  situations  in  smaller  Imnk  functions  the  president  of  the 
bank  serves  basically  as  the  maker  of  the  market  for  the  buying 
and  selling  of  stock,  you  could  have  very  serious  disclosure  proD- 
lems. 

I  would  like  to  inquire,  Mr.  Davis,  if,  in  general,  as  a  bank 
examiner,  if  you  look  at  ttie  records  of  the  buying  and  selling  of 
stock,  with  regard  to  transactions  that  principals  in  that  Imnk 
might  be  a  part  of 

Mr.  Davis.  We  do  very  definitelv,  sir.  We  have  outstanding 
instructions  to  our  examiners  that  they  are  to  determine  in  each 
examination  the  practice  being  followed  by  the  bank  with  regard  to 
thepurchase-Hsale  and  purchase  of  the  bcmk's  own  shares. 

This  is  monitored  through  an  investigation  of  the  stock  register 
which  would  note  any  changes  in  the  bsmk's  stock,  and  it  is  looked 
at  very,  very  closely;  and  anything  that  appears  irr^^ular  or  un- 
usual would  be  discuissed.  And  if  the  explanation  was  not  satisfac- 
tor]^,  it  would  be  referred  to  the  regional  office  and  it  would  be 
reviewed  at  that  level.  We  have  had  occasions  of  advising  our 
Washington  office  of  instances  in  which  things  perhaps  snould 
have  been  referred  to  the  SEC. 

Mr.  Leach.  Do  you  coordinate  with  State  securities  authorities  in 
this  record? 

Mr.  Davis.  I  don't  believe  so,  sir;  not  at  that  particular  time 
when  we  are  conducting  our  investigation  and  our  reporting. 

Mr.  Leach.  Thank  you. 

I  have  no  further  questions. 

Chairman  St  Germain  [presiding].  All  right,  Mr.  Mattox? 

Mr.  Mattox.  Mr.  Pickett,  when  you  were  in  the  process  of 
making  your  statement,  you  interrupted  vour  statement.  You  said 
when  you  arrived  in  Dallas  in  1972,  you  found— and  by  the  tone  of 
your  voice— I  thought  you  were  going  to  say  something  of  general 
amazement.  Do  you  recall  what  you  were  going  to  say  that  you 
found,  something  concerning  the  banking  practices  there? 

Mr.  Pickett.  Sir,  I  found,  when  I  went  to  Dallas — and  I  knew  it 
somewhat  before  I  went  down  there— that— I  entirely  agreed  with 
Mr.  Thompson— that  there  were  probably  at  that  time  300  or  400 
banks— it  was  a  way  of  life— the  use  of  the  correspondent  account 
as  a  compensating  balance  for  personal  loans. 

Mr.  Mattox.  The  bankers,  you  mean? 

Mr.  Pickett.  Yes,  sir. 

Mr.  Mattox.  And  it  is  your  testimony  today  that  you  managed  to 
stop  most  of  that  in  Dallas,  now,  or  in  the  Dallas  region? 

Mr.  Pickett.  In  the  Dallas  rekion,  it  is  very  seldom  now  that  we 
see  loans  coming  through  to  bankers  from  their  correspondent 
banks  that  do  not  carry  at  least  a  prime  rate  or  2  points— 2  percent 
above  prime.  We  see  no  more,  or  very  few,  of  any  loans  at  3,  4,  and 
5  percent  to  bankers  for  their  personal  stock  loans. 

Mr.  Mattox.  The  other  day  I  was  questioning  some  of  the  other 
witnesses.  They  were  actually  from  the  Calhoun  National  Bank,  I 
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think.  And  I  was  saying  that,  to  my  own  personal  knowledgpe,  it 
was  not  unusual,  prior  to  1972,  particular^,  in  my  rMion,  whidi  I 
happen  to  be  from  Dallas,  to  know  of  officers  of  oanks  borrowing 
money  at  below  prime  rate,  2  or  3  percent 

But  it  is  your  testimony  today  that  it  is  not  unusual  to  find 
bankers  borrowing  money  from  correspondent  banks  whet^e  the 
interest  rate  is  at  the  prime  rate. 

Mr.  Pickett.  Or  better. 

Mr.  Mattdx.  But  it  is  not  unusual  at  the  prime  rate. 

Mr.  Pickett.  I  think  most  of  them  are  in  excess  of  prime. 

Mr.  Mattdx.  There  is  another  thing  that  concerns  me.  We  have 
talked  about  bankers  borrowing  from  other  banks.  Now,  let  us  talk 
about  bankers  attempting  to  attract  accounts  into  their  banks,  and 
the  situation  where  a  migor  corporation  has  an  account  in  a  bank 
and  then  the  officers  of  that  particular  corporation  then  borrow 
money  from  the  bank:  Did  you  find  that  prior  to  1972,  tiie  interest 
rates  that  were  being  charged  were  substantially  below  the  prime 
rate?  Has  that  circumstance  changed  in  any  way  now,  or  are  you 
aware  of  the  circumstances? 

Mr.  Thompson.  If  I  may  respond  to  that,  Mr.  Mattox.  As  you 
know,  we  examine  the  smaller  banks,  and  as  a  general  rule  th^  do 
not  have  the  large  corporate  accounts,  and  most  of  the  borrowmgB 
of  the  nature  that  you  described  would  probably  be  firom  the  larger 
banks.  So,  we  do  not  have  the  experience  in  this  area. 

Now,  we  have  also  noticed,  in  general,  there  has  been,  since  the 
public  became  aware  through  the  efforts  of  Congress,  through  the 
efforts  of  the  supervisory  authorities,  there  has  been  a  gooBral 
awareness  in  the  past  10  years  that  preferential  treatment  was  not 
the  proper  course  of  action.  And  there  has  been  continued  improve- 
ment in  this  regard. 

Mr.  Mattox.  It  is  your  testimony  that  you  really  can't  testify  as 
to  the  kind  of  treatment  that  is  happening  now  in  major  corpora^ 
tions  where  the  migor  corporations  maintain  sid)stantial  noninter- 
est-bearing  accounts  in  the  bank,  what  interest  rates  they  are 
being  provided  with? 

Mr.  Thompson.  Yes,  sir. 

Mr.  Mattox.  I  wish  you  could  give  me  that  testimony.  I  am  sorry 
you  can't.  It  is  my  understanding  that  the  practice  is  still  continu- 
mg,  not  particularly  below  prime,  but  loans  at  the  prime  interest 
rate  are  a  very  common  type  of  circumstance,  even  at  times  when 
the  officers  themselves  may  not  have  the  justifiable  financial  dr^ 
cumstances  to  warrant  that. 

Mr.  Thompson.  Well,  I  would  think  that  members  of  the  Comp- 
troller of  the  Currency  staff  and  the  Federal  Reserve  would  be 
much  more  qualified  to  answer  that. 

Mr.  Mattox.  I  thought  that  was  the  case,  too,  and  I  asked  them 
about  it,  and  they  seemed  to  profess  no  real  knowledge  of  it  and  no 
basic  understanding  of  it.  And  I  told  them  I  was  somewhat  amaied. 

Let  me  ask  you  about  overdrafts.  Could  you  tell  me  what  tiie 
situation  is  with  overdrafts  amon^  small  banks  today,  particul^ly 
in  smaller  communities  or  even  m  metropolitan  areas  where  you 
have  got  well-known  clientele?  Could  you  tell  me  what  the  circum- 
stances are  there? 
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Mr.  Thobcpson.  Are  you  relajting  those  to  bank  officers  and  direc- 
tors or  to  the  clientele? 

Mr.  Mattdx.  Both.  I  am  just  interested  in  what  kind  of  special- 
ized treatment  might  be  gomg  to  the  bank  officers  and  also  to  the 
regular  clientele. 

Mr.  THOBfPSON.  As  I  testified  earlier,  we  do  not  find  the  over- 
drafts to  be  a  significant  problem  of  the  officers  and  directors  of 
the  bank,  and  I  qualify  that  by  saying  perhaps  because  they  could 
borrow  from  the  individual  banks  this  could  be 

Mr.  Mattdx.  From  the  State  banks? 

Mr.  THOBfPSON.  Yes,  sir,  from  the  State  nonmember  banks.  Now, 
I  think  in  most  cases  that  you  will  find  that  the  banks  will  permit 
overdrafts  in  the  accounts  of  certain  customers— and  these  custom- 
ers being  those  which  have  demonstrated  financial  capacity  by  the 
fact  that  they  have  paid  previous  overdrafts  of  this  nature.  And  in 
the  small  communities,  as  you  well  know,  the  banker  knows  every- 
one in  the  community,  and  if  he  is  reasonably  confident  that  he 
will  receive  the  funds  from  that  overdraft,  he  will  go  ahead  and 
permit  the  account  to  be  overdrawn. 

Mr.  Mattdx.  Do  you  find  that  the  overdrafts  are  made  on  the 
basis  of  prior  existing  agreement  between  the  banker  and  the  bank 
customer,  or  do  you  just  think  it  is  an  understanding  among  the 
community? 

Mr.  Thobcpson.  I  think  it  is  more  understood  in  the  community, 
and  you  would  not  find,  except  in  certain  cases  where  they  adver- 
tised that  you  can  overdraw  your  account  at  a  specific  rate  of 
interest — I  mean,  that  is  just  another  wav  of  borrowing  money. 

Mr.  Mattdx.  Well,  do  you  think  we  should  require — as  a  part  of 
the  banking  legislation — some  prior  agreement  on  overdrafting 
before  the  bank  officers  could  allow  it? 

Mr.  Thobcpson.  This  is  another  judgment  that  the  Congress 
wotild  have  to  make  insofar  as  another  recordkeeping  requirement 
on  the  15,000  banks  in  the  country. 

Mr.  Mattdx.  Do  you  feel  that  would  be  sufficient?  Do  you  think 
it  is  warranted? 

Mr.  THOBfPSON.  Well,  as  I  testified  earlier,  sir,  we  have  not  seen 
that  to  be  that  much  of  a  problem  in  the  banks  under  my  supervi- 
sion. 

Mr.  Davis.  If  I  could  just  add  a  comment  sir,  most  States  have 
either  laws  on  their  books  prohibiting  overdrafts  to  directors  and 
officers,  or  they  have  requirements  for  prior  approval  by  the  exist- 
ing boajrd  of  directors  and  maybe  with  or  without  certain  types  of 
limitations. 

Mr.  Mattdx.  That  was  one  of  the  principal  problems,  of  course, 
that  has  come  out  in  the  Bort  Lance  affair— the  substantial  over- 
drafts of  Mr.  Lance  and  his  family.  I  am  just  curious  as  to  whether 
we  need  legislation  to  try  to  cure  that. 

OK,  let  me  pursue  another  line  of  questioning. 

When  you  spoke  earlier  about  the  bank  situation  where  the  bank 
charters  are,  in  effect,  granted  because  of  community  need  and 
that  is  one  of  the  requirements  for  the  issuance  of  a  bank  charter, 
and  you  said  you  felt  that  the  banks  should  have  an  obligation 
basicallv  to  serve  the  community  around  them.  Do  you  think  that 
the  problem  now  centers  on  the  basis  on  which  the  bank  is  chsj*- 
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tered?  Unfortunately,  there  does  not  appear  to  be  a  provision  to 
revoke  a  bank  charter  when  it  ceases  servicing  the  needs  of  the 
community,  as  in  an  FCC  type  case.  Do  you  think  that  that  would 
be  too  much  of  a  burden — ^to  require  the  review  of  bank  charters  to 
determine  whether  they  are  actually  serving  the  community  in 
which  they  are  located? 

Mr.  THOBfPSON.  Well,  in  the  past— and  speaking  from  a  historical 
basis  we  have  found  that  if  the  banks  are  not  serving  the  particu- 
lar community,  then  another  bank  charter  will  be  granted  as  a 
result  of  the  demand  for  the  banking  services  which  are  not  being 
ofiTered  or  performed  by  the  existing  banks,  and  that  has  the  gener- 
al efiTect  of  improving  the  services  of  both  institutions. 

Mr.  Mattdx.  Well,  that  is  a  good  theory,  but  I  know  we  have 
continued  to  do  studies,  particuLeurly  on  the  concept  of  redlining, 
when  loans  are  not  made  in  the  community  from  where  the  money 
is  coming,  particularly  in  inner-city  areas  which  I  happen  to  repre- 
sent. It  doesn't  seem  to  make  any  difference  how  many  bank 
charters  we  get  in  there;  we  can't  seem  to  set  any  of  the  banks  to 
make  any  loans  on  any  of  those  houses.  I  m  just  concerned  tiiat 
maybe  we  ought  to  start  trying  to  review  hmk  charters  and  to 
require  those  kind  of  activities.  That  is  just  a  feeling  of  my  oi/m. 

There  is  a  provision  in  the  bill  that  we  are  considering  that 
would  reduce  insider  loans  to  a  maximum  of  5  percent  of  the 
capital  account.  Therefore,  any  one  insider  could  not  have  a  loan  in 
excess  of  5  percent  of  capital  accounts. 

Do  you  think  that  a  provision  like  that  would  cause  a  substantial 
problem  to,  particularly,  smaller  banks  in  smaller  communities^  if 
a  ^-percent  limitation  was  placed  on  the  bank? 

Au*.  Thompson.  As  to  the  way  banks  are  b^ng  operated  today,  it 
would  probably  cause  a  change  in  the  way  the  borrowing  require- 
ments—that the  directors,  especially,  in  a  one-bank  community, 
that  they  would  have  to  so  to  other  banks  in  order  to  obtain  then: 
credit  needs.  I  would  think  that  this  deserves  very  careful  condder- 
ation. 

Mr.  Mattox.  Well,  when  you  say  'Very  careful  consideration,"  do 
you  mean  careful  consideration  in  favor  or  careftil  consideration 
against?  I  mean,  for  us  studying  the  legislation  we  need  a  litUe 
more  direction. 

Mr.  Davis.  One  thing,  I  think,  that  should  be  noted  is  that  many 
of  the  respected  and  very  capable  persons  in  tlie  community  are 
asked  and  do  serve  as  directors  of  these  small  banks,  and  like  Mr. 
Thompson  mentioned,  in  one-  or  two-bank  towns.  I  think  they  are 
also  substantial  businessmen.  The  5-percent  lunitation  would  cer- 
tainly be  to  their  disadvantage  and  might  be  a  convincing  argu- 
ment that  serving  on  the  board  of  directors  would  severely  handi- 
cap their  other  endeavors,  and  they  would  probably  thmk  very 
seriously  about  leaving  the  board  of  directors  and  restoring  the 
lending  limitations  to  themselves  in  their  particular  community. 

Mr.  Mattox.  Just  to  escape  the  5-percent  limitation? 

Mr.  Davis.  Yes,  sir. 

Mr.  Mattox.  Jb  that  basically  your  answer,  also,  Mr.  Thompson? 

Mr.  THOBfPSON.  Yes,  sir. 

Mr.  Mattox.  Let  me  ask  you  one  more  question. 
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The  bill  provides  for  a  basic  margin-type  provision  that  says  you 
can't  buv  one  of  these  100-percent  rent-a-bank  schemes  like  we 
have  had  down  in  Texas  where  you  go  borrow  all  the  money  from 
the  bank  to  buy  the  bank.  Now,  if  we  were  to  put  in  a  provision 
that  required  that  vou  had  to  come  up  with  50  percent  of  the 
capital  and  you  could  borrow  50  percent — that  would  be  a  pretty 
substantial  impact  upon  what  is  happening  right  now.  What  do  you 
think  about  that  50-percent  margin  provision? 

Mr.  Thompson.  Without  spealung  to  the  actual  50  percent,  I  have 
long  felt  that  the  investors  in  banks  should  place  some  of  their  own 
money  at  risk  rather  than  just  simply  signing  a  note,  so  to  speak.  I 
suppose,  technically,  that  is  at  risk,  but  I  have  found  that  if  thev 
do  mvest  a  substantial  amount  of  their  own  funds,  they  are  much 
more  interested  in  the  successful  operation  of  the  bank. 

A  number  of  years  ago,  insofar  as  new  banks  are  concerned,  we 
instituted  the  policy  that  each  of  the  shareholders  of  a  new  bank 
should  not  boirow  in  excess  of  75  percent  of  the  cost  of  the  new 
bank,  and  in  the  aggregate,  not  over  50  percent.  This  seems  to 
work  fairly  well. 

Mr.  Mattox.  You  say  you  have  instituted  that? 

Mr.  Thompson.  Yes,  sir. 

We  have  suggested  that  this  would  be  at  least  a  proper  course  of 
action  for  the  proponents  of  the  new  banks  to  take. 

Mr.  Mattox.  I  think  it  is  a  pretty  good  idea.  I  don't  know  what 
percentage  we  need  to  deal  with,  but  it  would  be  some  substantial 
percentage. 

The  only  thing  that  kind  of  worries  me,  though,  it  puts  you  in  a 
situation  where  it  is  most  difficult  at  times,  sometimes,  to  come  up 
with  50  percent  of  the  price  of  the  purchase  of  the  bank,  and  it 
attempts  then  to  put  too  much  emphasis  on  having  mcgor  bank 
holding  companies  or  very  wealthy  individuals  as  the  only  ones 
that  really  and  truly  can  buy  even  a  small  bank.  That  concerns  me 
somewhat. 

Back  to  the  concentration  of  banking  power  and  banking  wealth, 
let  me  ask  you  one  further  question— we  have  to  go  vote  very 
quickly— but  do  vou  think  it  would  be  a  ffood  idea  to  have  all  of  the 
major  banks  and  State  banks  above  $100  million  to  be  members  of 
the  Federal  Reserve  System? 

Mr.  THOBfPSON.  I  reiedly  would  like  to  defer  that  question  to  my 
Chairman. 

Mr.  Mattox.  All  right.  I  will  let  you  get  off  on  that  one.  Thank 
you  very  much.  I  appreciate  your  testimony,  and  I  also  intend  to 
come  back  and  visit  with  you  all  while  I  am  down  in  Dallas. 

Chairman  St  Germain.  Mr.  Rousselot? 

Mr.  Rousselot.  Gentlemen,  thank  you  for  your  testimony.  It  has 
been  helpful. 

We  noted  that  the  National  Bank  of  Georgia  has  maintained  at  a 
high  level,  up  to  18  correspondent  accounts.  Can  you  tell  us,  on  the 
basis  of  your  experience,  if  that  is  a  normal  number,  or  how  many 
correspondent  accounts  does  a  respondent  bank  usually  maintain? 
If  ^ou  don't  have  the  information  at  hand,  you  coula  respond  in 
writing- — 

Mr.  Davis.  Perhaps  the  larger  the  institution,  the  more  need  for 
more  correspondent  relationships. 
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Mr.  Thompson.  That  would  be  a  correct  answer.  For  example,  a 
bank  located  in  a  msgor  metropolitan  area,  and  it  is  a  $300  million 
bank,  might  maintain  certain  balances  in  certain  cities  throughout 
the  United  States  in  order  to  achieve  help  with  loans  in  other 
areas  of  endeavor. 

Mr.  RoussELOT.  So,  the  number  is  not  necessarily  lus  important  as 
the  ability  to  market  services? 

Mr.  THOBfPSON.  That  is  correct. 

Mr.  Davis.  I  would  say  the  number  is  not  as  important  as  the 
use  that  is  made  of  those  accounts. 

Mr.  RoussELOT.  Mr.  Pickett,  do  you  have  anything  further? 

Mr.  Pickett.  No,  sir. 

Chairman  St  Germain.  I  have  a  few  more  questions,  gentlemen. 

Mr.  RoussELOT.  I  will  submit  some  additional  questions  in  writr 
ing. 

Chairman  St  Germain.  Yes.  Without  objection,  members  of  the 
subcommittee  will,  in  fact,  send  some  additional  questions  to  you  to 
be  answered  in  writing  for  the  record. 

[Correspondence  containing  questions  by  Chairman  St  Germain 
to  be  answered  for  the  record  oy  Mr.  Thompson  and  Mr.  Pickett 
dated  September  23, 1977;  attached  replies  from  Mr.  Thompson  and 
Mr.  Pickett  dated  September  29  and  30,  1977;  and  questions  to  Mr. 
Davis  dated  September  26,  1977,  along  with  Mr.  Davis'  reply, 
follow:] 
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Sopteirber  2J.  1077 


J:o?«5rable  QuLjitori  Tliorpson 
Regional  Director 

FouoTol  Deposit  Tr.!:«r:inc3  Corptiraticn 
300  fbrth  i'rvTiy,  Sidtc  3.300 
rfcillo^,  T'V^s     7S201 

Hfear  :ir.  'nK);'3ison: 

Oi  bch:ilf  of  the  S.ibcoLTiitteo,  I  vish  to  express  our  appreciation  for 
your  t'jsticiony  before  the  Sa-*co!Tiittce  on  Septc!>J;er  14  on  tiie  provisions  of 
the  Si^Hq  r».'i:Jciar  /,ct  of  1077,  il.n.   50S6. 

You  will  rscall  tliat  dariii^  tl\i^  henrin^j,  I  rsjntionod  th.nt  wo  would 
'^irrui.:.*  have?  a'.!<litior:a.l  c^iestions  for  whic:i  ye  woulrl  appreciate  your  response 
for  ti»e  rocord.     Tacsc  quest  ion j  are  as  follo'.vs: 

1.  You  static!  at  'tl^rt  hearinr,s  that  the  P.ci'ion.'il  yVch'^iv.istrator  of  iVaticial 
iJaiiVs  HaJ  been  cO'D'^oratinj;  witlx  t?ie  PCf^ior.al  Office  of  FDlC  rcp.ardinr  super- 
visor/ :Jrx)blc^'J  ot  coiicsm  to  bofj^  afcncies.     Naturally,  wo  arc  ple:iseJ  t-»at 
this  new  spirit  has  ocan-rcd.     .io  v.wild,  thoui:>i,  appreciate  your  lietaileo. 
aiulysis  of  tl-iis  n-sw  spirit.     Aro  you  nble  to  receive  i:r-ediate  responses  to 
i-o;;«Jcst3  for  infor.^atioa  frjn  tV:e  Ke^-ic/ial  /VL-ijiistrator?    Ijo  yo.-j  have  roat^ 
access  to  erji^jiT-ation  le^orts  \/nen  T\v.(^dn<S  v/iti-.G-Jt  hrivin^  to  ;o  to    .'asiiinirton  to 
receive  clearnnco?    I'xs  th-jj  Oi^fice  of  tlio  &!::T)r.ioller  of  tJic  0.jrr?jicy,   in  ''lish- 
in-^toa,  pro\'2%;cd  n5;{io'r.U  Atbiinistritors  ^./ith'new  ;:iii<!olines  or)  t'iis  point? 

If  r.or,  s.^ould  v;id«i5lincs  be  Osvcloj^J  to  assure  contlnuiiv^  a>o*:oration  t'lrr.urh- 
out  tl'^  aatica,  as  well  ns  in  yo::v  Ro^'.icji? 

2.  io  have  haU  co-isiv^orajle  discussion  rL*j.nrdin,v:  public  cjisclos'.m?  '-.f 
ti;o  jct-ral  condition  of  a  b  ?::;;  ';5i:v:  tl\r  arsiual  statei-oats  ard  pi^lishe.l 
rotices  in  the  nevr.-a-erj   (Title  IX  of  pro^705^^1  Safe  ?inrJ:in::  Act,  A.?..  CJn^r.). 
"ri!l»i  a  iTore  Oi«efi  mii  n^xurnt-^  roflcctioa  oC  a  b3:*J-;*5  conJition  c^'^i-mce  ho.",:.*it 
co;!."^  tit  ion  ;i.;ci  rcjMir  ^M^lic  confiJeiKe? 

"^.  (r^jr  .*r.  Pickett)  In  your  testir;>ny  TT;;-arJinf:  t\.c  ;ircblor:s  of  o\er- 
('^vxit  irxrxjrvisioii,  you  v.ero  r.hla  to  piit  r.i-.iy  quf,^^t5op.s  in  oc-r-i-vective  Crrc-z^n-: 
*ji\  x'cur  i>J>viO'Ljiy  very  'ixtcTLSivo  back.; tout. li  as  a  prosecutor,     S;)ecifically, 
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yo>i  aJdrcss  the  ver>'  sinall  fliffcrencc  bj»t:tvc.-jn  an  over<lrart  and  nn  insufficient 
h'.'ws  check,  tbc  l.ittcr  Kiiidi  is  retuni'xl  to  the  norchnnt.     Ito  yo\i  have  nny 
:;i:  ,yj3tioas  wc  ray  incorpwvato  in  the  lep,LslatioA  r:ov  bcir..'!  coiisidercd  which 
v.ouLi  establish  n  vorKaMe  criteria   for  not  only  the  rc.ciilntor.*;,  but  the  b«inV.s 
::io:r^3elYe3  in  {•etcriinlTii;  winch  ovcrunifts  should  be  paid  and  vy!ric:i  insufficient 
riiads  cases  prosecuted? 

Because  of  on.Roins  legislative  and  ovcrsirht  hearings,  your  early  response 
'./oiild  be  .Ti»:)rociat:o»l.  and,   aj:ai;i,  v;e  appreciate  your  assistance. 

Sincerely, 


Perp.md  J.  St  Ccrj-ain 
JLhairron 
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FEDERAL     DEPOSIT    INSURANCE    CORPORATION 
see    Hartk    Eivay    tirttl.    tailt    SSet.    Dallas.    Ttias    7S2ei 

DALLAS    PEoioNAL    OFFICE  September  29,  1977 


Bonorable  Femand  St.  Genaln 

Chalnan,  Subcooalttee  on  Fliuincial  Institutions, 
Committee  on  Banking,  Finance  and  Urban  Affairs 
Jhklt^d  Stat«8  House  of  Representatives 
VaftliLtiston,  P.   C. 

Dear  Hr.  Chairman: 

Thank  you  for  your  letter  of  September  23,   1977.     I  will  attempt  to  anmrer  your 
questions  in  the  order  preBe^ted. 

1.  TWO  Regioual  AdiDlolsciratorfl  of  national  Banks  are  Involved  in  the 
Dallas  Region  o     the  FDTC;  Mr     Doman  for  the  atatta  of  Oklahona 
and  Texas,  and  Kr    €lovet  for  Colorado  and  Hev  Mexico. 

(a)  We  are  abU  to  receive  Imedlata  rtsponsee  to  specific  re- 
quests for  Inlormatlon  from  the  HeglDtial  AdstlnistratoTs; 

(b)  We  are  able  to  rtvlew  reparts  of  exnjalnatton  of  National 
banks  at  the  offices  of  the  Regional  Adndniatratora  ap- 
parently without  than  havlag  to  request  clearanct; 

(c)  Informal  d  lac  us  b  Ions  with  the  Regional  Adnitiiat  raters  Iff 
dicate  that  a  polity  of  cooperation  i»  Id  effect       I  an 
not  aware  of  any  vrltten  Infltt^ction*  fton  the  ComrptrolUT 
in  this  Tt^a.tA     and 

(d)  A  definitive  etatememt  f  com  our  Board  and  the  Cooipt roller 
would  probably  elitnlrLaCe  any  future  probleiss  in  this  area. 
Pleaae  refer  to  Sr     Pickett's  letter  auegeBtliig  some  minor 
changes  in  present  procedure a  vhlch  could  dlalnate  delays 
and  reduce  costs  in  tlae  and  money  for  both  ngencfe'ji 

2.  Although  I  have  long  been  a  proponent  of  adequate  disclosure,  I  have 
sow  resGrvBtlonB  about  SEC  901,   Section  (7 MA)  (Hi)  o     ticU  IX  of 
the  proposed  Safe  Banking  Act     H,   R.   9086.     Theae  reservatlone  are 
caused  by: 

(a)  Lack  of  the  public's  ynderatandtnK  of  the  substaQtlal  dlf- 
ferencea  betveeti  the  clasBlflcatlons  of  Subatatidard,  Doubt- 
ful    tod  Loss 

(b)  ClflBBiflcatlon  of  SBtgeta  iiivolve  jwdgmantal  fsctots  and 
BOme  asaets  vhlch  one  examiner  vould  clasaify  aa  SubBtnndard 
vould  be  parsed  as  acceptable  by  another; 

(c)  A  bank  with  leas  classifications,  even  though  its  assets 
might  be  as  queGtionable,  but  not  classified  because  of  the 
Judgment  of  a  partlculaj:  exaatner,  could  use  the  apparent 
condition  of  the  other  bank  to  Icfi  competitive  advantage, 
even  to  the  point  of  destroying  the  competitor; 
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(d)  Nonbank  institutions  such  as  savings  and  loan  associations 
and  credit  unions,  which  are  not  operating  under  the  same 
requirement  would  gain  a  significant  competitive  edge; 

(e)  Examinations  would  become  much  more  difficult  because  there 
would  be  a  reluctance  on  the  part  of  bankers  to  disclose 
unfavorable  aspects  of  assets  to  the  examiners;  and» 

(f)  I  feel  certain  that  my  office  would  be  deluged  with  requests 
from  bankers  desiring  to  appeal  classifications,  with  charges 
of  partiality  being  prominent. 

Since  the  vast  majority  of  the  public  is  fully  protected  by  Federal  Deposit 
Insurance,  I  feel  that  this  provision  might  be  detrimental  to  the  banking  in- 
dustry. You  are  aware,  of  course,  that  X  feel  that  such  disclosure  should  con- 
tinue to  be  made  anytime  any  bank  or  bank  holding  sells  stock  or  debentures  to 
the  public.  Also,  where  control  stock  is  being  sold  the  seller  must  inform  the 
buyer  of  any  material  facts  concerning  the  bank. 

Perhaps  short  of  this  requirement,  a  provision  that  the  bank  must  supply  these 
figures  to  any  depositor  having  more  than  $40,000  on  deposit  and  requesting  such 
data  would  be  appropriate.  That  depositor  could  then  make  a  decision  as  to 
whether  or  not  he  or  she  wanted  to  keep  an  uninsured  deposit  at  the  bank. 

I  am  in  agreement  with  the  other  provisions  of  Title  IX;  however,  I  emphasize  that 
this  may  not  represent  the  official  views  of  the  Corporation. 

3.  Mr.  Pickett  will  respond  to  you  directly  on  this  question. 

I  would,  again,  like  to  state  that  Mr.  Pickett  and  X  were  most  appreciative  of  your 
kind  remarks  and  courtesies  of  September  14,  1977.  You  have  our  assurances  that 
this  office  will  continue  to  be  dedicated  to  ascertaining  that  the  business  of 
banking  will  be  conducted  in  a  safe  and  sound  manner  and  responsive  to  the  needs 
of  the  public. 

I  trust  the  foregoing  responds  to  your  request;  however,  if  I  can  be  of  further 
assistance,  please  advice. 


Sincerely , 


QT:Jg 
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FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

300     NoMli     Eivay    Sirecl.     S  n  1 1 1     3300.     Dallas.     Tiia%     7b70l 


DALLAii      nt     r.lONAL       nfFICE 


September  30,   1977 


l'^':: 


Honorable  Fernend  J,    St  GemAin 

Chairra^n  of  yubcoirjtiittee  on  FinanciBl  Supervision, 

Regul.^tlons,   and  Inr.urance 
United  States  }iouse  ol'  Kepreseatatives 
Roots  B-303 

Royburn  House  Office  building 
vrsshington,   D.   C.       20515 

Dear  Mr.   St  Ger:r.siin: 

Your  letter  of  Soptewbor  23,  1977,  posed  questions  concerning  overdrafts  in 
bnaks,  tV.eir  relation  to  insufficient  fund  checks  end  requested  suc;iastions 
PS  to  lrgisl?tion  which  might  be  enacted  to  prohibit  or  curb  this  practice 
by  control  trroups  or  bwn2i  insiders.  I  feel  the  problem  can  be  corrected  In 
non.ncinber  b-'oks  short  of  lap.isls'tlon  and  ?n  rccorraending,  by  a  copy  of  this 
liitter,  that  our  Bonrd  emend  nn  existint;  re^julation  to  provide  therefor  ur. 
slr.i-^n  below; 

Cn?ngc  in  Corporation's  regulations.  Pert  337.3,  Insider  Transactions, 
(12  CFR  337.3)  es  followr.; 

l^rt  337.3 

(o)     Eofinitions 

(1)  — 

(2)  ... 

(3)  — 
CO  — 
O)  — 

(n)    — 

(7)     E'lr.ines^  trans^.ction, 

Th»?  term  "business  trfiusootion"  includes,  but  is  not 
ll;nited  to,  the  follovinj  typr:;,  of  tr^-iisoctions: 

(i)   I/):in:-.  or  other  oxLensions  of  cr<  dit  vhlch  sh?»ll 
inclu-'.e  nvcrdrr^Tts. 
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(iv)  Use  of  the  bank's  facilities,  its  real  or  personal 
property,  including  the  bank's  correspondent 
accounts,  or  its  personnel. 

For  the  purpose  of  this  regulation,  the  tera  (insider  transaction) 
does  not  include  deposit  cccount  activities  other  than  those 
specified  in  paragraph  (&)(7)(iv)»  etc. 

The  f.tnenclments  to  Fart  337.3  specified  rbove  (ne--<  parts  are  underlined)  would 
r;o  r  long  '..eys  toward  {giving  the  Corporation  the  richt  to  inspect  and  control 
unsafe  or  unsound  banking  practices  such  as  abuse  of  bank  by  excessive 
overdrnfts  and/or  use  of  bank's  correspondent  accounts  to  obtain  prefereatiaJL 
bank  stock  loans,  or  any  preferential  loan  from  a  correspondent  bank. 

In  the  case  of  National  Banks  and  State  Keaber  B«»nks,  because  of  existing 
Ipw  &n  praendment  to  the  statute  is  probably  required  and  could  be  occomplished 
by  ravking  p11  directors,  controlling  owners  and  insiders  subject  to  the  sarae 
limitations  on  in-bank  borrowings  as  officers  r^nd  l\irther  provide  for  overdrtiits 
by  specifically  including  any  as  a  loan  and  providing  penalties  cgainst  a 
b?nk  for  allowing  overliirlt  lo^ns. 

Tais  might  entail  changing  the  present  borrowing  restrictions  on  National 
f.nd  State  r.imber  fAiik  officers  to  coincide  with  that  envisioned  in  the 
prooijs«»d  S■^Tti   Bankinj  Act,  In  lay  opinion,  there  is  little  justificr>tion  for 
l  v:  variances  between  borrowings  permitted  for  Noru;\enber  Bnnk  officers  ^n-.l 
those  of  National  and  State  Kcmber  Bank  officers. 

It  would  appear  to  cie,  rlso,  that  the  Comptroller  and  the  federal  Reserve 
h??ve  the  power  to  issue  Insider  Kegulations,  comparable  to  that  of  the 
Corporation,  i:hich  would  elininate  abuses  of  correjpoi.dent  Recounts  in  their 
b^riks. 

Turning  to  the  question  as  to  vrhen  an  overdraft  becomes  en  insufficient  AinJs 
ch:?ck,  the  Tollowing  L-.r-y  be  of  interest: 

r.oiit   State  criminal  statutes  provide  as  does  the  Texa*;  Penal  Code  (Section:; 
3I-O6  rnd  3?.Ul).   Copies  i^.tt^iched. 

Lrt  UP  f.ssunie  two  situations: 

(1)  John  Sixp^ck  issues  a  chock  to  0  tirocery  store  for  0  siun  cert- in, 
krio'^lng  ho  do^s  not  h^-ve  rurficiont  furds  iu  the  drawee  L'.-nk  to  pay  this 
olieck  OS  Mil  i:c^   oil  other  chr-cks  outstf^ndii-g  at  the  time  of  i:  su^noe  of 
Vi'i   chfrk. 

If  the  check  is  roPi'.sed  by  the  dra-,-»ee  b-'ok  rnd  returned  to  th? 
f.rocp'ry  store,  I'r.  SixoDck  h.-jts  ton  d^ys  after  receipt  of  notice  frrn  b^i.k 
+-p,.'t  tlie  check  w:>s  return^fd,  to  p-yy   the  holder  (L'.rocory  f:torc).   If  the  ch.^ck 
i-   not  r-<ie  (jood  within  there  tii;;e  limits,  the  crinl'ial  inlev;t  to  issue  r.n 
inr.urflci«^nt  funds  ch.iok  is  presumed. 
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The  orfense  Is  a  "Cl»»ss  C  J'.isdem'ie.nor  punishable  by  a  fine  not  to 
exceed  $200".   (Texas  ren«l  Code  12.23.)  Tl-^e  Lbxe   elements  tbove  voxild 
V5.rr«t\t  o  theft  by  check  ch^r^e  in  vhich  the  pen?ilty  varies  according  to 
the  c-iaount  of  the  check,   (Tex'tS  Ftnal  Code  31.CXS.) 

(2)  John  Doe  is  control  owner  of  n  bpnk  end  as  such  ir.  in  n   position 
to  dictftte  vhich  b^nk  customers  vill  be  ellowed  overdraft  privileges  or 
whose  checks  will  be  returned  if  they  pre  written  rgainst  inr.ufficient  funds, 
John  Doe  nnd  his  family  -  business  associates,  etc.,  issue  checks  for  suras 
for  in  excess  of  rny  balances  they  h9ve  in  the  bsnk.  The  bank  does  not 
return  the  checks  to  the  drawee-,  but  cnrry  the  checks  in  overdraft  &t»*tuG 
«»R  cut-beck  items  or  an  items  in  process  of  collection.   If  the  b^nk  dot- 
not  return  the  insufficient  fund  checks  within  2'*  hours,  it  h?s  nnde  the 
issuer  en  interest  free  lo«in.  Also,  if  the  checks  are  not  sent  b'>ck,  there 
is  no  iasufficient  fund  check  to  be  the  bnsis  for  a  criinintil  prosecution 
under  the  pen»l  code  cections  cited. 

If  the  checks  ore  never  paid,  the  bank  h.ts  losses  to  charge  off, 
but  no  criminnl  set  ion  Is  usu^illy  brought  pgainr-t  the  makers.   If  the  bank 
exainln'»rG  shov  up,  the  overdrafts  Rre  usually  covered  durin;^  L'.;e  cxuralntition, 
with  or  without  Interest  on  the  use  of  the  mon'^y  during  the  tia:e  of  the 
overdrfift  period,   !.:»ny  States  have  Ihvs  statinj;  thnt  banks  (St>!te  nonrceraber 
or  member  b^tnks)  cir.not  r.^k«;  interest  free  loans.   In  those  States  which  do 
not  hsve  tuch  a  li!»w  ond  in  Kition'?!  banks,  interest  free  lo»ns  have  been  mad-s 
to  the  control  group,  etc. 

Thus,  rej'.ulotions  liraitin^  overdrafts  to  insiders  hs  defined  by  rederal 
D-.;posit  Insurance  Corpjratioti's  rct^ulations,  pfrt  337.3  (copy  attached), 
issuing  of  pn  Insider  Refculntion  by  both  the  Comptroller  and  the  Fedcr^^l 
Reserve  Bo^rd,  bc\q   a  ch'inge  in  the  low  affectin-  tr^tlwial  t-nd  Stwte  i.iinber 
b^nk  officers  would  p.-.sist  r.r«^tly  in  correctip,',  two  proble.MS  in  bank 
rogulf'tion. 

Plo'^se  refer  to  the  ott-=»ched  for  a  discussion  of  ov.?rdraf ts,  insufficient 
fond  che'jks  r^nd  kiting;  operf»tions,  es  veil  as  a  proposal  to  Bir.er.u  present 
investigatory  procedures. 

I  trust  th.?»t  the  nbovj  Involved  cxplpnation  is  rc-qjonrjivj  to  quvjdtlon  #  3 
pDr.ed  i:»  yyur  I'.-tter  of  r>cp:;er.ber  23,  19/7. 


ncorely, 


Att«»chi-n»>utr 


Crv:rlop  M.    iicTrt^L 
Fe^-^ional  Counrel 
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Itisiiffiricn,t  tUnd  GhecUSj  Qvcrilrftfts^  fjftd  Kiting  jjpffr  At  ions 

Ifisuriicitrnt  fund  checks  are  items  drsvn  by  a  depositor  ogainst  its  account, 
the  il*.-m  tot»0.  of  which  exceeds  the  eccount  balance  to  the  credit  of  the 
dtpositor  Ofi  tlie  d^te  chtrcV-i  ere  issued.     Upon  receipt  of  iteras,   the  drawee 
br»nli  has  the  option,   not  the  obligation,  to    .jnc^r  pr'/Triont  of  the  items  r-nd 
overdraw  the  depositor's  fir. count ^  or  rtjturn  ^^.e  ifisuff Icicnt  fund  checks  to 
payees  or  endorsers  through  the  regular  cle«)rings  process. 

Thus,  overdrafts  originate  at  the  drawee  bank  by  the  payment  of  checks 
*K«lnst  ti^&  depositor  s  account  ^ith  itisurfiLit*!nt  tslance  by  authority  of 
the  drawee  bmr^lt  s  officers.     The  doclEiou  of  the  dr&w^e  bank  s  officers  to 
honor  p-syracnt  of  a  check  against  inrturflcient  funds  (jonfititutf^s  an  unsucured 
tjxtensioa  ot  crtdit  to  the  depositor.     In  the  event  the  insurficient  funfis 
check  activity  it  involved  in  a  kiting  opi^r^tlon       depositor  ivtlli^sing  two 
or  Wore  df?poaitQry  l^j^as       the  payment  of  ineufficienit  fund  check.'';    hy 
CTs^tiTii;  overdrtfta,  perpetuates  the  kiting  opera-tlon  «'^nd  eveutUEjlIy  one  or 
ell  hPoW     involved  vill  suffer  losa,     Cl^tiJEs  jTor  such  lot^^et  f    'iijint  the 
bx^t^ks    btjn^iing  c^Hnppniar  ore  dteallovM  in  the  rriajority  of  cases  on  the 
prf^ifltre  thn^  overdr^jitis  ori[?innte  ftnd  *re  nuthori^e^i  ly  officers  of  the 
flra'rfee  Y^nk\   the  loss  iiifferf^d  i?ri  es  fron  tht  ^xten^toii  or  crtdit  throuch 
the  use  of  overdrafts;   and  such  losses     like  ar^y  other  ^Ktetirion  aV  tredit, 
constitute  the  exercise  of  poor  judgment  on  the  r*rt  of  Vn-    ^  '      ": 

officers,  and  the  insurer  does  not  cover  poor  jud..Ti<;nt.  Should  the  b^^nk  opt 
to  return  insufficient  fund  checks  and  rot.  overdraw  its  depositor's  account, 
the  ion  vould  be  stopped  or  at  least  come  to  the  scrutiny  of 

the  banks  involved. 

In  c  kiting  operation,  the  depositor  has  accounts  with  two  or  nore  banks; 
the  depositor  draws  checks  on  one  bank  for  deposit  to  hlK  Rccaunt  in  the 
other  b^nk  or  banks  -  :^ll  sccminta  having  insuf  i  iniont  b&lRoce^  ?^i  the  tine 
checks  ore  issued.      If  IjT'in^dliite  credit  is  given  tjie  depositor  by  the 
recelvin-5  ]-?nk,  the  .-V^wfje  bank  may  return  the  insarficisat  fimd;:  check 
deposited  pt  the  first  bank;  but  in  the  rneantine,   the  depositor  vill  have- 
depos-ltod  checks  dri!?wn  on  his  other  bank  accounts  to  cover  tht»  1- sufficient 
fund  checks  d'  poniled  tci  hla  crffd  t  in  the  first  b»^nk.     The  cycle  of  deposits 
into  recount  at  bnnk  A,  drawn  on  bsnk  D  or  C  which  Dre  insufficient  funds, 
thence  d.-ui.>*SLtirtg  It  ems  at  b?nk  B  or  C  drp^im  on  bank  A,  pGrpL-tufttes  the 
r^fpidly     jicTpa^inj^  cmqunt  of  uncollected  flo^t  until  ipuliition  is 

detected  Ly  the  ibtf*mLn^rs,   or  officers  of  th«  b?»n:^s  involved,   and  the 
operation  is  cto:)ped,     Xnv3.ruiL.;>     kiting  operetionr.  involve  bonks  undor 
cuyorvisloi"!  by  dlfferftnt  reKUlx*t,ors.     At  the  present  tiL*:L,    it  1:    ■  Ifficult 
for  oilr  Bx^ndners  to     n£ert*iin  the  existence  of  kitin,-:;  operations  within  the 
neReesHfy    bort  tliceft*?!*  bacftuse  of  ifick  of  authority  to  enter  K^tioml  r.nd 
St-^tf*  jr+^r:Wr  b^iih    to  revli*v  th*»  pertinent  records  ><ithont  thiy  prior  consent 
of  Lho  He.jlonel  A'iiAitiif^tr'itur  of  Ifation&l  Banks  Jinfl  tUt;  Inrel  Kcdf^ral  Reserve 
Ijenk.     Althou;;h  timely  consent   frojn  the  other  re:iul^tefcry  o^encies  raay  not 
bo  gront«t«!,   the  other  r.gencies,  lipoa  verbsl  nntiflo^yion^  iroy  assign  their 
ovn  examiners  to  investii^ate  the  nv^tter  in  th^ir  own  bfJllHi,  uiiually  th5 
following  ddy  or  cloy.-..      This  procedure  delriys  our  aorcinors'    investigation 
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«n<J  precluflos  ctopping  the  kiting  operation  before  the  banks  Involved  incur 
lorses.  An  accord  between  the  rejulotory  egencies,  pomltting  our  EJcarainers, 
na   well  as  theirs,  to  proceed  expadituously  -  hot  pursuit  concept  -  in  the 
investigntion  of  a  kiting  operation,  p.nd  any  other  irrecularity  involving 
insured  banks,  vould  eliminate  or  substantially  deter  the  coiflmisBion  of  thlc 
type  of  volatile  fraud. 
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Historical  Note 

Comparative   Laws: 
California— W'ent's  Ann.Pen.Code.  |  499c. 
New  Jersey— N.J.S.A.    2A:119-5.l   to   5.3. 

<Prosft  References 

Commercial  bribery,  see  5  32.43. 

"Effective  conf?ent"  defined,  see  S  31.01(4). 

Fraudulent  destruction,  removal  or  conce«alment  of  writlnp,  see  8  32.47. 

"Knowingly"  defined,  See  §  0.a3(b). 

Monopolies,  tru.sts  and  con.spirncies  In  restraint  of  trade,  see  V.T.C.A.  Bus.  &  C. 

§  15.01  etseq. 
"Owner-  defined,  see  §  1.07(a)(24). 
"Person"  defined,  see  §  1.07(a)(27). 
"Steal"  defined,  sec  §  31.01(8). 
Third-degree  felony  punishment,  see  §  12.34. 
Trademarks  and  tradenaniei*,  see  V.T.C.A.  Bus.  &  C.  §  10.01  et  seq. 
Value,  see  5  31.08. 

Library   References 
Larceny  C=>5.  88.  C.J.S.  Larceny  ||  2.  3.  158. 

§   3 1 .08.       Presumption  for  Theft  by  Check 

(a)  If  the  actor  obtained  property  or  secured  performance  of  serv- 
ice by  issuing  or  passing  a  check  or  similar  sight  order  for  the  pay- 
ment of  money,  when  the  issuer  did  not  have  sufficient  funds  in  or  on 
deposit  with  the  bank  or  other  drawee  for  the  payment  in  full  of  the 
check  or  ord^r  as  well  as  all  other  checks  or  orders  then  outstanding, 
his  intent  to  deprive  the  owner  of  property  under  Section  31.03  of 
this  code  (Theft)  or  to  avoid  payment  for  service  under  Section  31.04 
of  this  code  (Theft  of  Service)  is  presumed  (except  in  the  case  of  a 
postdated  check  or  order)  if: 

(1)  he  had  no  account  with  the  bank  or  other  drawee  at  the 
time  he  issued  the  check  or  order ;  or 

(2)  payment  was  refused  by  the  bank  or  other  drawee  for 
lack  of  funds  or  insufficient  funds,  on  presentation  within  30 
days  after  issue,  and  the  issuer  failed  to  pay  the  holder  in  full 
within  10  days  after  receiving  notice  of  that  refusal. 

(b)  For  purposes  of  Subsection  (a)  (2)  of  this  section,  notice  may 
be  actual  notice  or  notice  in  writing,  sent  by  registered  or  certified 
mail  with  return  receipt  requested  or  by  telegram  with  report  of  de- 
livery requested,  and  addressed  to  the  issuer  at  his  address  shown  on: 

(1)  the  check  or  order; 

(2)  the  records  of  the  bank  or  other  drawee ;  or 

(3)  the  records  of  the  person  to  whom  the  check  or  order  has 
been  issued  or  passed. 
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(c)  If  written  notice  is  given  in  accoi-dance  with  Subsection  (b)  of 
this  section,  it  is  presumed  that  the  notice  was  received  no  later  than 
five  days  after  it  was  sent. 

(d)  Nothing  in  this  section  prevents  the  prosecution  from  estab- 
lishing the  requisite  intent  by  dii*ect  evidence. 

PRACTICE  COiMMENTARY 

By  Seth  S.  Searcy  III  and  James  R.  Patterson 
of  the  Austin  Bar 

This  section  creates  a  presumption  of  intent  when  theft  is  ac- 
complished by  passing  a  worthless  check,  rather  than  creating  a 
separate  offense  as  in  prior  law.  Penal  Code  art.  567b,  to  preserve 
the  policy  underlying  theft  consolidation,  see  Section  31.02  and 
commentary.  As  in  prior  art.  567b.  the  presumption  arises  when 
payment  of  the  check  is  refused  by  the  drawee  for  insufficient 
funds  and,  after  receiving  notice,  the  actor  fails  to  make  the  check 
good.  A  presumption  is  added  to  cover  the  cases  where  the  actor 
has  no  account,  in  which  case  notice  is  not  necessary  to  invoke  the 
presumption. 

Unh'ke  prior  law,  the  notice  of  dishonor  necessary  to  invoke  the 
presumption  need  not  be  by  registered  mail  or  telegram;  it  may 
also  be  by  telephone,  regular  mail,  or  personal  communication. 
However,  receipt  of  notice,  which  must  be  established  to  invoke  the 
presumption,  will  be  presumed  under  Subsection  (c)  only  if  notice 
is  sent  by  certified  or  registered  mail  or  telegram. 

The  presumption  created  by  Section  31.06  applies  only  when  a 
worthless  check  is  used  to  commit  theft.  A  separate,  less  serious 
offense,  see  Section  32.41  (issuance  of  bad  check),  covers  other  in- 
stances of  passing  worthless  checks. 

Historical   Note 
Prior  Law:    Vernon's  Ann.P.C.  art.  567b. 

Cross    Heferencos 

"Actor"  defined,  see  §  1.07(:\)(2). 
"Deprive"  defined,  see  §  31.01(3). 
Forgery,  see  §  32.21. 
Issuance  of  bad  check,  see  §  32.41. 
"Obtain"  defined,  see  5  31.01(5). 
"Person"  defined,  see  §  1.07(a)(27). 
Presumption  explained,  see  5  2.05. 
"Property"  defined,  see  §  31.01(C). 
"Service"  defined,  see  §  31.01(7). 

Itibrary   References 
False  Pretenses  G=>39.  C.J.S.  False  Pretenses  f  50. 
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to  ministerial  employees  such  as  tellers.  There  is  a  defense  if 
the  depositor,  policyholder,  or  investor  is  adequately  informed  and 
nonetheless  chooses  to  proceed,  for  example,  as  a  stockholder  seek- 
ing to  shore  up  the  institution. 

The  cross  references  column  lists  a  number  of  Texas  statutes 
on  receivers.  The  list  is  not  exhaustive.  Moreover,  it  does  not  in- 
clude federal  provisions,  which  apply  to  various  federally-insured 
or  otherwise  federally-regulated  institutions.  A  receivership  under 
any  of  these  laws  is  within  the  contemplation  of  this  section. 

HistorlcRl   Note 

Prior  Law:     Vernon's  Ann.P.C.  art.   565.       Comparative   Laws: 

Illinois— S.IT.A.    ch.    38.    §   17-l(b). 
Model  Penal  Code  (1962).  §  224.12. 

Cross   Heferezices 

Class  A  misdemeanor  punishment,  see  §  12.21. 

Defense  explained,  see  §  2.03. 

"Financial  institution"  defined,  see  §  32.01(1). 

"Person"  defined,  see  §  1.07(.'i)(27). 

Receiver, 

Generally,  see  Vernon's  Ann.Civ.St.  art.  2293  et  seq. 

Corporation,   see   Vernon's  Ann.Civ.St.   art.   1302—5.15  and   V.A.T.S.   Bns.Corp. 
Act,  arts.  7.0-1  to  7.08. 

Life,   health  and  accident   insurance  company,  see  V.A.T.S.   Insurance  Code, 
art.  3.60. 

Procedure,  see  Vernon's  Ann.Rules  Civ.Proc,  rules  C95,  6D5a. 

Savings  and  loan  association,  see  Vernon's  Ann.Civ.St.  art.  S52a,  §  8.18. 

Library    References 

Banks  and  Banking  C=>20.  C.J.S.  Banks  and  Banking  }  39. 

Insurance  C=329.  30.  C.J.S.  Insurance  3S  88,  89. 

[Section.s  32.36  to  32.40  reserved  for  expansion] 
SUBCHAPTER  D.     OTHER  DECEPTIVE  PRACTICES 

§   32.41.       Issuance  of  Bad  Check 

(a)  A  person  commits  an  offense  if  he  issues  or  passes  a  check  or 
similar  sight  order  for  the  payment  of  money  knowing  that  the  issuer 
does  not  have  sufficient  funds  in  or  on  deposit  with  the  bank  or  other 
drawee  for  the  payment  in  full  of  the  check  or  order  as  well  as  all 
other  checks  or  orders  outstanding  at  the  time  of  issuance. 

(b)  This  section  does  not  prevent  the  prosecution  from  establish- 
ing the  required  knowledge  by  direct  evidence ;  however,  for  purposes 
of  this  section,  the  issuer's  knowledge  of  insufficient  funds  is  pre- 
sumed (except  in  the  case  of  a  postdated  check  or  order)  if: 

(1)  he  had  no  account  with  the  bank  or  other  drawee  at  the 
time  he  issued  the  check  or  order ;  or 
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(2)  payment  was  refused  by  the  bank  or  other  drawee  for 
lack  of  funds  or  insufficient  funds  on  presentation  within  30 
days  after  issue  and  the  issuer  failed  to  pay  the  holder  in  full 
within  10  days  after  receiving  notice  of  that  refusal. 

(c)  Notice  for  purposes  of  Subsection  (b)(2)  of  this  section  may 
be  notice  in  writing,  sent  by  registered  or  certified  mail  with  return 
receipt  requested  or  by  telegram  with  report  of  delivery  requested, 
and  addressed  to  the  issuer  at  his  address  shown  on: 

(1)  the  check  or  order ; 

(2)  the  records  of  the  bank  or  other  drawee ;  or 

(3)  the  records  of  the  person  to  whom  the  check  or  order  has 
been  issued  or  passed. 

(d)  If  notice  is  given  in  accordance  with  Subsection  (c)  of  this 
section,  it  is  presumed  that  the  notice  was  received  no  later  than  five 
days  after  it  was  sent. 

(e)  An  offense  under  this  section  is  a  Class  C  misdemeanor. 

PRACTICE  COMMENTARY 

By  Setk  S.  Searcy  III  and  James  R.  Patterson 
of  the  Austin  Bar 

This  section  expands  prior  law  in  the  bad  check  area.  Under- 
lying this  provision  is  the  belief  that  the  issuance  or  passing  of  a 
known  bad  check  is,  in  itself,  not  only  harmful  to  the  recipient  but 
also  injurious  to  the  community  at  large  and  is,  therefore,  a  proper 
subject  for  criminal  sanction  without  regard  to  the  purpose  for 
which  the  check  was  given.  For  example,  even  if  the  immediate 
recipient  gives  up  nothing  in  return  for  the  check,  and,  therefore, 
is  not  defrauded  in  the  strict  sense  of  that  term,  he  may  further 
negotiate  the  check,  or  deposit  it  and  draw  against  it.  This  possi- 
bility places  him  in  a  precarious  position  and  creates  a  threat  of 
harm  to  the  general  public.  Another  important  function  of  the  pro- 
vision is  the  encouragement  of  prompt  payment  of  dishonored 
checks. 

If  the  recipient  of  the  check  is  defrauded,  however,  the  issuance 
or  passing  of  the  bad  check  becomes  theft  under  Chapter  31  and,  of 
course,  this  section  constitutes  a  lesser  included  offense  of  theft 
(see  C.C.P.  art.  37.09). 

The  broad  scope  of  this  section  obviously  includes  the  issuance 
or  passing  of  a  bad  check  in  purported  payment  of  a  preexisting 
debt.  Article  I,  Section  18,  of  the  Texas  Constitution  forbids  im- 
prisonment for  debt.  To  the  argument  that  application  of  Section 
32.41  to  a  preexisting  debt  violates  this  prohibition,  it  need  only  be 
answered  that  it  is  the  act  of  issuing  or  passing  the  bad  check  that 
is  punished  and  not  the  failure  to  pay  the  debt.  The  question  is 
further  mooted  since  the  penalty  does  not  include  imprisonment. 
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Section  31.05  (presumption  for  theft  by  check)  creates  a  similar 
presumption  if  a  bad  check  is  used  to  obtain  property  or  service. 

HistoricAl  Note 
Prior  Law:    Vernon's  Ann.P.C.  art.  567b.       Comparative  Laws: 

Model  Penal  Code  (1962).  i  224.5. 

Cross   References 

Class  G  misdemeanor  punl.shmcnt.  see  §  12  23. 
"Person"  defined,  see  §  1.07(a)(27). 
Presumption  explained,  see  S  2.05. 
Theft  by  check,  see  5  31.06. 

Xiibrary  References 

FRlse  Pretenses  ©=>6.  39.  64.  C.J.S.   False  Pretenses  H  20,   21.   60,   66. 

Noten  of  Decisions 

In  general    1 

E^'«»«""    2  2.     Evidence 


_______  In    prosecution    under    §    2    of    Vernon'e 

Ann.P.C.  art.  667b  (repealed),  prior  to  1951 
For  basic  development,  see  Notes  of  De-       amendment,  evidence  which  merely  show- 
clslons  under  Section  31,06.  ed    that   bad   check   was   given   for  a   pre- 

existing   Indebtedness    was   in.«iufriclent   to 
1.     In  general  establish  the  intent  to  defraud  which  waj 

_.        ,***».       *•  J       *u      ..».  *       essential  to  a  violation  of  the  law.     Colin 

.!i'  f.'l'..°    'ill""/"!!:""'"  *^."'    .^**       V.   Stat,   (1943)   143  Cr.R.   »T1.  168  S.W.2d 


500. 


check   law"    [Vernon's   Ann.P.C.    art.    567b 
(repealed)]  was  the  giving  of  a  check  with 

Intent  to  defraud  in  payment  of  a  preexist-  Evidence  that  defendant  gave  a  check  In 

Ing  debt,  and  under  such  charge  It  was  not  payment  of  a  pre-existing  debt,  and  that 

essential  that  service  for  which  debt   was  check    was    not    paid    because    account    .it 

theretofore  incurred  be  described  with  cer-  bank  was  closed,  did  not  Justify  conviction 

talnty  required  In  a  charge  of  the  fraudu-  for  giving  of  a  check  with  Intent  to  defraud 

lent    acquisition    of    service    or    property.  In  payment  of  a  pre-existing  debt.  .Hutson 

Hutson  V.   State   (Cr.App.l950)    227  S.W.2d  v.  State  (Cr.App.l950)  227  S.W.2d  813. 
813. 

§   32.42.       Deceptive  Business  Practices 
(a)  For  purposes  of  this  section: 

(1)  "Adulterated"  means  varying  from  the  standard  of  com- 
position or  quality  prescribed  by  law  or  set  by  established  com- 
mercial usage. 

(2)  "Business"  includes  trade  and  commerce  and  advertising, 
selling,  and  buying  service  or  property. 

(3)  "Commodity"  means  any  tangible  or  intangible  personal 
property. 

(4)  "Contest"  includes  sweepstake,  puzzle,  and  game  of 
chance. 

(5)  "Deceptive  sales  contest"  means  a  sales  contest : 

(A)  that  misrepresents  the  participant's  chance  of  win- 
ning a  prize ; 
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credit  must  be  adequately  reflected  on  the  bank's  published  financial  statements. 
iCodifieii  to  12  C.F.R.  §  ^57.2] 

§  837.3     Insider  Transactions. 

(a)  Defiyiitiwis. — (1)  Bank.  The  term  "bank"  means  an  insured  State  non- 
member  commercial  or  mutual  savings  bank,  and  any  majority-owned  subsidiary  of 
such  bank. 

(2)  Person.  The  term  "person"  means  a  cori>oration,  partnership,  associa- 
tion, or  other  business  entity;  any  trust;  or  any  natural  person. 

(3)  Control.  The  term  "control"  (including  the  terms  "controlling",  "con- 
trolled by",  and  "under  common  control  with")  means  the  possession,  directly  or  in- 
directly, of  the  power  to  direct  or  cause  the  direction  of  management  and  policies  of 
a  person,  whether  through  the  ownership  of  voting  securities,  by  contract,  or  other- 
wise. 

(4)  Insider.  The  term  "insider"  means  any  officer  or  employee  who  partici- 
pates or  has  authority  to  participate  in  major  policy-making  functions  of  a  bank,  any 
director  or  trustee  of  a  bank,  or  any  other  person  who  has  direct  or  indirect  control 
over  the  voting  rights  of  ten  percent  of  the  shares  of  any  class  of  voting  stock  of  a 
bank  or  otherwise  controls  the  management  or  policies  of  a  bank. 

(5)  Person  related  to  an  insider.  The  term  "person  related  to  an  Insider" 
means  any  person  controlling,  controlled  by  or  under  common  control  with  an  in- 
sider, and  also,  in  the  case  of  a  natural  person,  means : 

(i)        An  insider's  spouse; 

(ii)      An  insider's  parent  or  stepparent,  or  child  or  stepchild;  or 

(iii)     Any  other  relative  who  lives  in  an  insider's  home. 

(6)  Insider  transnction.  The  term  "insider  transaction"  means  any  business 
transaction  or  series  of  related  business  transactions^  between  a  bank  and: 

(i)       An  insider  of  the  bank; 

(ii)      A  person  related  to  an  insider  of  the  bank; 

(iii)  Any  other  person  where  the  transaction  is  made  in  contemplation  of 
such  person  becoming  an  insider  of  the  bank;  or 

(iv)  Any  other  person  where  the  transaction  inures  to  the  tangible  eco- 
nomic benefit  of  an  insider  or  a  person  related  to  an  insider. 

(7)  Btisiness  tran^saciion.  The  terai  "business  transaction"  includes,  but  is 
not  limited  to,  the  following  types  of  transactions: 

(i)    _  J-^ans  or  other  extensions  of  crcdij;.,.^.,,.^^.. 

(ii)      Purchases  of  as.sets  or  services  from  the  bank; 

(iii)     Sales  of  assets  or  services  to  the  bank; 

(iv)  U.se  of  the  bank's  facilities,  its  real  or  personal  property,  or  its  ner.- 
oonnel:  ^  "" 

(v)      Leases  of  property  to  or  from  the  bank; 

(vl)  Payment  by  the  bank  of  commissions  and  fees,  including  brokerage 
commissions  and  management,  con.sultant,  architectural  and  legal  fees;  and 

(vii)  Payment  by  the  bank  of  interest  on  time  deposits  which  are  In 
amounts  of  $100,000  or  more. 

For  the  purpose  of  this  regulation,  the  term  does  not  include  deposit  account  ac- 
tivities other  than  those  specified  in  paragraph  (a)  (7)  (vii)  of  this  section,  safekeep- 
ing transactions,  credit  card  transactions,  trust  activities,  and  activities  undertaken 
In  the  capacity  of  securities  transfer  agent  or  municipal  securities  dealer. 

(b)  Approval  and  Disclosure  of  Itisider  Transactions,     An  insider  transaction, 

I  The  phrane  •'Rerle.i  of  related  business  transactions"  includes  transactions  which  are 
In  substance  part  of  an  integrnted  bu3ine.M  arrangement  or  relationship  such  as  borrow- 
ings on  a  line  of  credit,  law  finm  billings,  or  recurring  transactions  of  a  similar  nature 
within  a  holding  company  system. 

FDIC  Rules  ^nd  Regs,  §  337.2  ^«'"'  °«^»  "^"^^  ^«'«^'»'«" 
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cither  alone  or  when  aggregated  in  accordance  with  paragraph  (c)  of  this  section* 
involving  assets  or  services  having  a  fair  market  value  amounting  to  more  than: 

(1)  $20,000  if  the  bank  has  not  more  than  $100,000,000  in  total  assets; 

(2)  $50,000  if  the  bank  has  more  than  $100,000,000  and  not  more  than  $500,- 
000,000  in  total  assets;  or 

(3)  $100,000  if  the  bank  has  more  than  $500,000,000  in  totaT  assets 

shall  be  specifically  reviewed  and  approved  by  the  bank's  board  of  directors  or 
board  of  trustees,  provided,  however,  that,  when  an  insider  transaction  is  part  of  a 
series  of  related  business  transactions  involving  the  same  insider,  approval  of  each 
separate  transaction  is  not  required  so  long  as  the  bank's  board  of  directors  or 
board  of  trustees  has  reviewed  and  approved  the  entire  series  of  related  transac- 
tions and  the  terms  and  conditions  under  which  such  transactions  may  take  pUace.- 
The  minutes  of  the  meeting  at  which  approval  is  given  shall  indicate  the  nature  of 
the  transaction  or  transactions,  the  parties  to  the  transaction  or  transactions,  that 
such  review  was  undertaken  and  approval  given,  and  the  name's  of  individual  direc- 
tors or  trustees  who  voted  to  approve  or  disapprove  the  transaction  or  transactions. 
In  the  case  of  negative  votes,  a  brief  statement  of  each  dissenting  director's  or  trus- 
tee's reason  for  voting  to  disapprove  the  proposed  insider  transaction  or  transac- 
tions shall  be  included  in  the  minutes,  if  its  inclusion  is  reqvaested  by  the  dissenting 
director  or  trustee. 

(c)  Afjrjre.fjation  of  Loans  or  Other  Exteyisiou.'i  of  Credit  Whif^h  Arc  his'nJcr 
Transactions.  Any  loan  or  extension  of  credit  involving  an  insider  shall  bo  ag- 
gregated with  the  outstanding  balances  of  all  other  loans  cr  oxteiusions  of  cr«»dit 
involving  that  insider.  For  purposes  of  this  regulation,  a  loan  or  extension  of  credit 
involves  a  sp'»cinc  insider  when  the  loan  or  extension  of  credit  is  made  to  that  in- 
sider, to  a  person  related  to  that  insider,  or  to  any  other  person  where  the  loan  or 
extension  of  ciedit  inures  to  the  tangible  economic  benefit  of  that  insider  or  a  per- 
son related  to  that  insider. 

(d)  rnformation  Pertaining  to  Insider  Transactions.  Each  bank  shall  maintain 
a  record  of  insider  transactions  requiring  review  and  approval  under  paragraph  (b) 
of  this  section  in  a  manner  and  form  that  will  enable  examiner  persoimel  to  identify 
such  insider  transactions.  Information  pertaining  to  such  insider  transactions  shall 
be  readily  accessible  to  examiners  and  shall  include  all  documents  and  other  mate- 
rial relied  upon  by  the  board  in  approving  each  tran.saction,  including  the  name  of 
the  insider,  the  insider's  position  or  relationship  that  caus-^s  such  person  to  be  con- 
sidered an  insider,  the  date  on  which  the  transaction  was  approved  by  the  board,  the 
type  of  insider  transacti(»n  and  the  relevant  terms  of  the  transaction,  any  other  per- 
tinent facts  v/hich  serve  to  explain  or  support  the  basis  for  the  hoard's  decision,  and 
any  .statements  stibmitted  for  the  minutes  or  the  file  by  directors  or  trustees  who 
voted  not  to  approve  the  transaction  setting  forth  their  reasons  for  such  vote. 

(e)  Discovery  of  Intiidp-r  Relationship.  When  a  bank  becomes  aware  of  the 
existence  of  an  insider  relationship  after  entering  into  a  transaction  for  which  ap- 
proval would  have  been  required  under  piirngraph  (b)  of  this  section,  the  bank  shall 
promptly  report  such  transaction  in  writing  to  the  Regional  Director  of  the  Corpo- 
ration in  charge  of  the  Region  in  which  the  bank  is  headquartered. 

(f)  Knowledge  of  Proposed  Itusider  Transaction.  Any  insider,  having  knowledge 
of  an  insider  transaction  between  the  bank  and: 

(1)  That  insider; 

(2)  A  person  related  to  that  insider;  or 

(3)  Any  other  person  where  the  transaction  inures  to  the  tangible  economic 

2  Althou;,'h  not  opociflcnlly  roqiiirod  by  the  propo.set\  reg^ulatlon.  prior  review  and  ap- 
proval is  desirable  an»l  should  occur  except  under  circumstance.^  la  which  .««uch  review 
and  approval  is  cU'irly  impractical.  Where  prior  review  and  apprv'>val  by  tho  board  of 
director.!  cr  board  of  tr'iateei  iy  clearly  Impractical,  subsequent  action  should  occur  nj* 
Hoon  aa  pos.slble. 

Federal  Deposit  Insiiranc*  Corporation 
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benefit  of  that  insider  or  person  related  to  that  insider 

shall  give  timely  notice  of  such  transaction  to  the  bank's  board  of  directors  or  board 

of  trustees. 

(pr)  Supervisory  Action  in  Regard  to  Certaiyi  Insider  Transnction.'i.  Notwith- 
standing compliance  with  the  review  and  approval  requirements  of  paragraph  (b) 
of  this  section,  the  Corporation  will  take  appropriate  supei-visory  action  against  the 
bank,  its  officers  or  its  directors  or  trustees  when  the  Corporation  d'»termines  that 
an  insider  transaction,  alone  or  when  aggregated  with  other  ini?ider  transactions,  is 
indicative  of  unsafe  or  unsound  practices.  Such  supervisory  action  may  involve  in- 
stitution of  formal  proceedings  under  section  8  of  the  Federal  Deposit  Insurance 
Act.  Among  the  factors  which  the  Corporation  will  consider  in  determining  the 
presence  of  unsafe  or  unsound  banking  practices  involving  insider  transactions  are: 

(1)  Whether,  because  of  preferential  terms  and  conditions,  such  insider  trajis- 
artions  are  likely  to  result  in  significant  loan  losses,  excessive  costs,  or  other  signifi- 
cant economic  detriment  which  would  not  occur  in  a  comparable  arm's  length  trans- 
action with  a  person  of  comparable  creditworthiness  or  otherwise  similarly  situated: 

(2)  Whether  transactions  with  an  insider  and  all  persons  related  to  that  in- 
sider are  exce.ssive  in  amoynt,.  either_ In  relation  to  the  bank's  capital'and  reservtjs 
or  in  relation  to  the  total  of  all  transactions  of  the  sa»fie  type;  or 

1 3)     Whether,  from  the  nature  and  extent  of  the  bank's  insider  transactions,  it 
apjj^:irs  that  certain  insiders  are  abasing  their  positions  with  the  bank. 
K'iui'ified  to  l>  C.F.R.  §  3,n.3\ 

[Serlion  337.3  ndd'jd  at  /,l  Fed  Reg.  SO.)s,  Morch  2.  1976,  effective  Muy  1,  1076;  ^f 
Fed.  Kcf/.  IS2S6.  May  3,  1976;  ^l  Fed.  Rcfj.  lS!f05,  May  J^,  1976,  effective  May  1,  1976] 

§§  337.4-337.9     [Reserved] 

§  337.10     Waiver. 

An  insured  State  nonmember  bank  has  the  right  to  petition  the  Board  of  Direc- 
tors of  the  Corporation  for  a  waiver  of  this  Part  or  any  subpart  thereof  with  respect 
to  any  particular  transaction  or  series  of  .similar  transactions.  A  waiver  may  be 
gr;inted  at  the  discretion  of  the  Board  upon  a  showing  of  good  ca\ise.  All  such 
petitions  shouM  be  riled  with  the  Office  of  the  Executive  Secretary,  Federal  Depo.sit 
Insurance  t:orpor.ition,  550  17th  Street,  N.W.,  Wa.*?hington,  D.C.  20429. 
[Codified  to  12  C.F.R.  S  S.'iy.W] 

g  337.11      Kfret:t  on  Other  Banking  rractfces. 

Nothing  in  this  Part  shall  be  construed  as  restricting  in  any  manner  the  Cor- 
poration's authority  to  deal  with  any  banking  practice  which  is  deemed  to  be  un- 
safe or  un.sound  or  otherwise  not  in  accordance  with  law,  rule,  or  regulation;  or 
which  violates  any  conciition  imposed  in  writing  by  the  Corporation  in  connection 
with  the  granting  of  any  application  or  other  request  by  an  insured  State  non- 
rnr^iaber  bank,  or  any  written  agreement  entered  into  by  such  bank  with  the  Cor- 
poration. Compliance  with  the  provisions  of  this  Part  shall  not  relieve  an  insured 
State  nonniemb^rr  bank  from  its  duty  to  conduct  its  operations  in  a  safe  and  sound 
manner  nor  prevent  the  Corporation  from  taking  whatever  action  it  deems  neces- 
sary aiid  desirable  to  deal  with  specific  acts  or  practices  which,  although  they  do 
not  violate  the  provisions  of  this  Part,  are  considered  detrimental  to  the  safety  and 
sound  operation  of  the  bank  engaged  therein. 
[Codified  to  12  C.F.R.  §  337.11] 
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COMMITTEE  ON  BANKING.  FINANCE  AND  URBAN  AFFAIRS 

NINETY-FIFTH  CONGRESS 

WASHINGTON.  D.C.    20515 
September  26,   1977 


Mr.  James  A.  Davis 

Regional  Director 

Federal  Deposit  Insurance  Corporation 

233  South  Wacker  Drive 

Chicago,  Illinois  60606 

Dear  Mr.  Davis: 

On  behalf  of  the  Subcommittee,  I  wish  to  express  our  appreciation 
for  your  testimony  on  September  14  on  the  provisions  of  the  Safe  Ranking 
Act  of  1977,  H.R.  9086. 

You  will  recall  that,  during  the  hearing,  I  mentioned  we  would  per- 
haps have  additional  questions  for  which  wc  would  appreciate  your  response 
for  the  record.   The  questions  are  as  follows: 

1.  The  "Texas  case",  as  you  may  know,  highlighted  questions  relating 
to  the  relationships  between  State,  FDIC,  and  OCC  officials  both  at  the 
regional  and  national  levels.   Ready  access  to  information  concerning 
banks,  whether  state  or  national,  is  particularly  important  for  FDIC,  the 
insurer  of  banks.   Would  you  provide  the  Subcommittee  with  a  description 
of  your  working  relationship  with  Ihe  State  banking  commissioners  for 
your  region  and  with  the  Regional  Administrator  of  national  banks?   If 
problems  exist,  please  offer  your  suggestions  for  improving  this  line  of 
communication  between  your  office  and  the  other  regulators  in  your  r'isi.on. 

2.  How  many  cases  involving  correspondent  account  and  insider  loan 
ties  has  your  region  referred  to  U.S.  Attorneys  since  1970?  What  is  the 
record  of  prosecution  for  those  cases? 

3.  How  many  banks  does  your  region  supervise?  llovi?  many  of  those  are 
on  a  problem  list  or  in  need  of  special  supervision  by  your  office?   What 
typos  of  problems  have  you  found  in  those  situationr.?   Please  provide  a 
summary  of  each  type. 
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A,   Is  chcck-kiLing  a  major  problem  in  your  region?   Specify  Its 
magnitude  and  Indicate  what  steps  are  being  taken  to  curb  this  activity. 

5.  As  you  knoWy  this  Subcommittee  conducted  a  field  hearing  in  San 
Antonio,  Texas,  last  year.  A  major  concern  at  those  hearings  was  the 
existence  of  "control  groups"  operating  in  the  Dallas  region  of  the  FDIC. 
Those  groups  were  buying  and  selling  banks  with  little  or  no  equity  in- 
vestment to  use  for  their  own  benefit.   Is  there  any  evidence  that  such 
groups  are  operating  in  your  region?  If  so,  please  provide  detailed  in- 
formation on  each  group  and  the  efforts  you  have  taken  to  control  this 
practice. 

Because  of  ongoing  legislative  and  oversight  hearings,  your  early 
response  would  be  appreciated;  and,  again,  we  appreciate  your  assistance. 


Sincerely, 


FJStGraSb 
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OCT  1 7  1977 

FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

233  South  Wacktr  Orivt.  Suitt  6116.  Chicag*.  IMmcit  60606  •   312   3S3  2600 

C  H  I  C  A  (3  O     REGIONAL     OFFICE 

October  4,  1977 


Honorable  Femand  J.  St  Gcmaln,  Chalraan 
Subcoanlttec  on  Financial  Inatltutlona 
Supervision,  Regulation  and  Ineurance 
U.  S.  House  of  Representatives 
Washington,  D.  C.  20515 

Dear  Mr.  Chalraan: 

In  response  to  the  SubcooBlttee's  request  contained  in  your  letter  of 
Septeaber  26,  1977,  I  rcHpeccfulIy  subnit  the  following  in  answer  to  the 
specific  questions  Llqttd  therein. 

1.  The  mrltlag  Telacioiidhip  that  exists  between  the  Chicago  Regional 

Of  flea  Mud  the  dther  Federsl  and  State  auperviscTA  it)  this  Aeglon 
la  hartBDniouaip  coopcrmcive,  sod  auppo reive  In  all  respects   Each 
of  tht  Aupervlaory  author it la a  freely  comuslcacai  Ispurtant  infor- 
oution  to  Che  appropriate  aganCT  And  lendB  both  axanlnatlcm  an! 
aupervlsory  aealataibca  In  those  nattera  of  dual  Interest.  Each 
displays  a  nine  are  interaat  In  scnind  hankiqi;  ajid  aupervialon  and 
cooperates  to  the  fulleat  eattent  to  bring  About  deal  red  reaults. 

2.  Since  1970,  eight  caaaa  Involving  correapoodent  account  and  insider 
loan  ties  have  been  referred  by  the  Chicago  Regional  Office  to  the 
U.  S.  Attorney.  To  our  knowledge  there  has  been  no  prosecutions,  in 
any  of  the  referred  cases. 


3.   As  of  this  date,  the  Chicago  Region  supervises  988  State 

banks.  TiAlve  State  nonaenber  banka  pre  bent  ly  appear  on  the 
Corporation's  probleiB  list  sod  ire  receiving  apeclal  aupcrvialoti  by 
this  office.   In  each  of  these  BltuatloiiB^  Liberal  Lending  pollclca 
and  practices,  InvoLvesent  in  real  estate  speculation  or  real 
estate  supported  credits,  and  out-of-tcrrltory  extenatona  of  credit 
have  brought  about  mn   exce salve  voluate  of  Inferior  Loans .  a  heavy 
voLume  of  past  due  paper  burden  H^me  Loan  thari^c-offa  and  led  to 
Inadequate  capltsl  accounta  scd  reserves  and  poor  earnlni^a  rcaulta. 
In  each  of  the  problea  sltuatlotia  poor  active  nanaiement  and/or 
controLltng  ovnershlp  have  folLerwed  hazardous  pollclea^  vhlcb  have 
led  to  a  deteriorating  aaect  condition  and  a  ssrloua  ^lasipatlim  of 
capital  funda.  A  brief  euKHtary  of  escb  of  the  12  aituations  follows: 

a.  A  Iong-atandin«  prabLen  aituation  characterised  by  inferior 
■anageaent,  poor  policiea  in  all  areaa,  and  a  deteriorating 
trade  area.  Continued  operating  losses  and  heavy  loan 
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charge-off 8  have  seriously  Impaired  the  bank's  capital. 
Section  8(a)  proceedings  are  continuing  In  an  effort  to 
bring  about  needed  corrective  aeasures. 

b.  Asset  problems  centered  In  loans  to  reel  estate  developers 
and  associated  other  real  *bil«cb  confront  the  Institution. 
New  ovner^hlp^toafugeiMiEic  And  th«  Injection  of  needed  addi- 
tional capital  funds  should  provide  needed  rehabilitation. 

c.  A  massive  volume  of  Inferior  loans,  huge  losses,  deficit 
earnings,  «nd  virtually  depl«t«d  capital  accounts  are  the 
result  of  haxardously  Inept  credit  ptattlcca  fostered  by 
former  management   Ovnerahlp  haa  acted  responsibly  and  In- 
jected additional  capital  funds  ai^  r^oTgaaized  the  Inatl- 
tutlon's  board  of  directors.  VI th  nev  wc«cutlve  management 
In  place,  problems  are  slowly  being  resolved. 

d.  A  heavy  volume  of  classified  assets  centered  In  real  estate 
related  loans  and  other  real  estate  have  burdened  existing 
capital  protection.  Stock  ovnerahlp  Is  In  process  of  trans- 
far  to  a  reapofiHtble  group  and  capital  accounts  will  be 
strengthened  by  additional  new  funds. 

e.  A  Large  volume  of  distressed  teal  estate  loans  led  to  sig- 
nificant losaes  SQ  excesaive  aoiount  of  other  real  estate, 
a  aignlf leant  capital  deficiency,  snd  an  over-^all  uQsatls- 
f act dry  asset  condition.  Liberal  lending  practices  bava 
been  curbed  new  fmula  are  under  comnltment  and  Iboatd 
siipervlsloo  haa  Improved.  Rehab  11  Itac  Ion  seeiDs  a  figured, 
although  a  long  workout  altuatlon  continues  to  exist. 

f .  Liberal  lending  practices  and  Ineffective  loan  administra- 
tion by  active  nanagement  have  resulted  in  an  eroding 
capital  base  and  a  heavy  volume  of  cLaaslf l«d  assets  and 
loan  losses.  ControLliag  ovnerahip  haa  taken  an  active 
Interest  and  low  capital  accounts  are  In  process  of  being 
replenished  by  a  sizable  Injection  of  new  funds. 

g.  An  excessive  volume  of  real  estate  related  loana,  which  be- 
came distressed,  resulted  In  an  Inordinate  amount  of  classi- 
fied assets  and  poor  earnings.  Both  ovnarshlp  and  the 
board  of  directors  have  come  to  grips  vlth  problem  assets 
and  the  over-all  asset  condition  la  Improving. 

h.   Hasardous  lending  practices,  coupled  with  a  series  of 
abuse  of  self-serving  acta  perpetrated  by  three  In- 
sider a  ,  rendered  capital  accounts  Inadequate  and  produced 
an  «ce«0Aive  volume  of  claaalfled  loans.  Self-serving 
and  abuaiva  practice a  have  ceased  and  the  bank's  condi- 
tion has  been  restored  to  an  acceptable  level. 
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1.   Hazardoua  landing  practicea,  prompted  by  a  need  to  gener- 
ate Incooe  to  service  lioldlng  company  debt,  reaulted  in 
cxccflBlve  claflslficdtionB  and  loaaea.  New  active  manage- 
ffiet)t  has  beei)  add«d  And   holding  company  vithdrawala 
eliminated.  Additional  capital  funda  are  being  added  and 
moat  problem  credits  appeaf  to  be  collectible  without 
additional  aisable  additional  loaaea. 

J.   Reckleaa  lending  policiea,  foatered  by  active  management, 
reaulted  In  severe  X&an  probleDS   centered  primarily  in 
real  eatate  InveeCnent  ttuats  aod  asset  swaps.  Lending 
pre  et  Lee  a  have  been  ecrmpletely  overhauled,  liquidity  im- 
proved, and  capital  Btrengtheoed  through  improved  earninga. 
Bank  ia  nearing  full  rehabilitation. 

k.   Hazardoua  leading  practices  of  former  owner ahlp-eanageaeat 
reaulted  in  ejccesslve  loan  losses  and  a  ctltlcal  capital 
aituation.  t^ev  aainagenent-ovpnership  has  taken  positive 
steps  to  rehabilitate  the  Instltuciotk  and  injected  a  slgatft- 
caTit  anoimt  o£  nev  eapltal  funda.  Inferior  assets  are  being 
reduced  gradually  and  it  appear  a  that  problema  will  be 
favorably  resolved. 

1.   An  exceasive  volume  of  marginal  credita,  many  to  out -of - 
territory  borrovers,  and  liberal  vlcv  of  bank  expenaea 
resulted  In  capital,  earnings,  and  aaaet  prohlsiBs   Addi- 
tlotksl  capital  funds  have  been  injected  and  s«lf-^s«rying 
practices  of  both  former  and  preaent  manageflieat  elJjnlnAted. 
Fulfillment  of  proalaes  for  corrective  action  by  active 
i&anAKeinent -owner ship  should  bring  about  an  acceptable  situa- 
tion. 

4.  Check-kiting  ia  not  a  major  problem  in  the  Chicago  Region.  Each  year 
examining  personnel  report  a  number  of  caaes  to  thia  office  for  re- 
ferral to  the  U.  S.  Attorney.  In  each  caae,  it  is  recommended  the 
deposit  accounts  be  doaed  and,  if  appropriate,  other  supervisory 
agencies  are  notified  if  the  activity  includea  banka  under  their 
direct  auperviaion. 

5.  The  exiatence  of  "control  groupa"  buying  and  selling  banks  with 
little  or  no  equity  Investment  for  their  own  benefit  ia  not  a 
vide-spread  practice  vlthiu  the  Chicago  Region*  There  is  little ^ 
if  any,  evidence  that  such  groupa  are  operating  or  even  intareeced 
in  the  banking  Dltuation  In  the  States  of  either  Illinois  or 
Indiana.  Both  State  Authorities  have  atatutea  calllEig  for  their 
approval  of  aay  change  in  control  of  a  State^<hartere<l  inatitution 
and  peraona  or  groupa  unknown  are  reportedly  investigated  to  the 
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extent  necessary.  It  should  be  pointed  out,  however,  that  It  la 
not  uncommon  for  "control  groups"  to  buy  banks  with  little  or  no 
equity  Investment  on  their  part  or  for  Individuals  to  follow  the 
same  practice.  In  those  Instances,  close  attention  is  paid  to  the 
bank's  operations  and  management-ownership's  practices  to  ensure 
that  withdrawals  are  In  line  with  services  rendered  and  abusive  or 
self -serving  tactics  prohibited. 

It  is  hoped  that  the  foregoing  responses  satisfy  the  Subconmittee's  request. 

Sincerely, 


James  A.  Davis 
Regional  Director 
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Chairman  St  Gerbiain.  Mr.  Thompecm*  I  believe  you  made  this 
clear  earlier,  but  I  just  want  to  be  certain  of  this.  Could  you  tell  us 
specifically  what  your  attitude  is,  once  again,  regarding  preferen- 
tial loans  to  bankers,  regardless  of  questions  of  prosecution? 

Mr.  THOBa>soN.  Based  on  the  utilization  of  bank  funds,  regardless 
of  the  prosecution,  it  still  appears  to  me  to  be  a  violation  of  the 
statute.  Even  if  there  is  no  prosecution,  I  still  feel  that  supervisory 
authorities  have  the  responsibility  to  see  that  this  highly  unfavor- 
able practice  is  curbed  because  of  the  abuses. 

Chairman  St  Gerbiain.  Now,  let  us  see  if  I  can  dance  you 
through  this  one  very  carefidly  and  slowly.  Records  at  a  respon- 
dent bank  reflect  that,  at  their  yearly  orffanizational  meeting  in 
March  of  a  particular  year,  the  board  of  directors  approvedf  12 
commercial  banks  as  depositories.  The  list  included  three  m^jor 
banks  in  New  York  City. 

In  April  of  that  year,  a  fourth  migor  bank  in  New  York  City 
approv^  a  $3.2&-million  loan  limit  for  an  officer  of  the  respondent 
bank.  Immediately  thereafter,  the  respondent  bank  opened  a  corre- 
spondent bank  account  with  a  $250,000  deposit  at  tliis  bank  that 
hiad  not  been  approved  at  the  yearly  organizational  meeting  in 
March  of  that  year— that  is,  2  months  before. 

Now,  in  the  records  of  the  correspondent  bank,  the  correspon- 
dent bank  had  a  memorandum  showing  the  cost  of  various  nonana- 
lyzed  services  converted  to  average  correspondent  balances  which 
the  respondent  b€mk  would  need  to  maintain  to  reimburse  the 
correspondent  b€mk  for  nonanalyzed  services  rendered. 

The  memo  stated  an  average  monthly  balance  of  approzimatdy 
$125,000  would  be  required  in  1975  and  approximately  $52,000  in 
1976,  to  cover  the  delivery  of  the  services  on  a  comparable  basis. 

As  a  matter  of  fact,  the  balances  maintained  were  as  follows:  As 
I  told  you,  they  st£uted  out  with  $250,000.  They  then  went  to 
253,000,  $665,000,  $665,000,  $665,000,  $637,000,  $724,000,  $915,000, 
and  $1,322,000 — for  the  year  1975,  where  the  memorandum  by  the 
correspondent  bank  said  they  would  need  $125,000. 

Now,  in  the  next  vear,  where  they  said  they  would  need  to 
maintain  a  balance  of  $52,000,  they,  in  fact,  maintained  a  balance 
of  $1,099,000,  $549,000,  $282,000,  $475,000,  $783,000,  $387,000, 
$463,000,  $274,000,  $305,000,  $737,000,  $1,011,000,  and  $683,000. 

During  this  time  of  the  loan  that  was  granted  to  the  officer  of 
the  respondent  bank,  the  correspondent  bank  was  constantly  call- 
ing upon  the  borrower  to  provide  documentation  and  sufficient 
collateral  because  the  collateral  that  had  been  provided  was  not 
sufficient  in  the  estimation  of  the  correspondent  bank. 

If  an  FDIC  examiner  had  come  upon  this  situation  and  reported 
it  to  you,  an  FDIC  regional  administrator,  would  you  have  then 
taken  any  action,  given  these  circumstances? 

The  rate  of  the  loan,  incidentally,  was  prime  plus  one-half,  over 
the  first  2  years,  then  prime  plus  one  for  the  thiid  year. 

Mr.  Thompson.  First  of  all,  I  would  want  to  make  a  determina- 
tion as  to  whether  or  not  this  had  become  an  approved  reserve 
depository,  assuming  it  was  a  nonmember  bank.  The  State  authori- 
ties generally  have  to  approve  specific  bcuiks  as  reserve  deposi- 
tories. 

Chairman  St  Germain.  Yes,  it  was. 
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Mr.  THOiifPSON.  Second,  I  would  want  to  make  a  determination 
that  there  had  been  no  change  in  the  services  from  the  date  of  the 
memo  that  you  read  to  me. 

For  example,  if  this  particular  bank  had  been  using  another 
bank  for  check-clearing  in  New  York  or  something  of  that  nature, 
then,  I  would  want  to  know  if  they  moved  out  of  that  and  this  new 
bank  was,  in  effect,  providing  additional  services,  other  than  as 
envisioned  by  the  memo  that  you  read  from. 

Now,  assuming  that  the  answer  to  those  was  favorable,  then,  I 
would  look  at  the  credit  quality  of  the  loan.  Now,  assuming  that 
there  were  no  services  provided,  no  additional  services  provided, 
and  the  quality  of  the  loan  might  be  questionable,  certainly  this  is 
something  that  I  would  want  brought  to  m^  attention  as  a  regional 
administrator  and  take  whatever  corrective  measures  were  war- 
ranted. 

Chairman  St  Gerbiain.  Mr.  Davis? 

Mr.  Davis.  I  agree  100  percent  with  Mr.  Thompson. 

Chairman  St  (jERMain.  Mr.  Pickett? 

Mr.  Pickett.  Yes,  sir. 

Chairman  St  Germain.  Gentlemen,  I  want  to  thank  you  very 
kindly,  Mr.  Davis,  Mr.  Thompson,  and  Mr.  Pickett.  Of  course, 
having  dealt  with  Mr.  Thompson  and  Mr.  Pickett  before  down  in 
Texas,  I  want  to  state  that  the  assistance  you  gave  us  down  there 
you  have  given  us  again  today,  and  we  will  certainly  appreciate 
your  continued  cooperation.  As  I  sav,  we  have  a  number  of  ques- 
tions that  are  mechanical  and  will  help  us  in  working  on  the 
l^^lation  and  supervising  the  regulatory  amendments,  and  we 
wQl  be  submitting  those  to  you  and  ask  that  you  give  us  your 
answers  in  writing. 

And,  under  those  circumstances,  we  are  in  a  position  where  we 
can  now  thank  you  and  let  you  go  on  about  your  other  business. 

Mr.  THOiifPSON.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Pickett.  Thank  you,  sir. 

Mr.  Davis.  Thank  you. 

Chairman  St  Gerbiain.  The  subcommittee  will  stand  in  recess, 
subject  to  the  call  of  the  Chair. 

[Whereupon,  at  12:25  p.m.,  the  subcommittee  was  adjourned,  sub- 
ject to  the  call  of  the  Chair.] 
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2  riR,    flEIMM-ni :      :iy  ncLTia   is  John  Mairr.arji,   Ccmptrollnr 

3  of  ths  Currency, 

4  Mr.   Lanca/will  you  fitate  your  utisia  end  iidii-rciis   fcr 

5  the  racord. 

6  MR.   LAliCS:     hy  urjna  is   Bert  Lcnca,    3107  Dtiiil: ii'-.Dii 

7  Street,  Washington. 

8  MR.    nzXiLVA'i;:      Th2  OUfica  of    ^le  Ccr.vp::\rollar   cf    Lha 

9  Currcincy  is  conducting  a  o^ecial  e::Rinir.?.tlor.  i;ito   c.-rt;cin 

10  activities     c^Tiirrizig  at  the  ITaticnal  Dc.n!:  of  Gaorgia  T.r.d  Calhc.!- 

11  First  National  Bank.      Strtuliory  authority  for  this  o.^a-iination 

12  is   found   in  Titlo  XII,   Uni:cd  Spates  Cede,    soction   Col-^liJ  (p.) 
and  sv-ction   lC20(j). 


13 


a   ariJ   ct   this    i::r4a   ir.tj.rc3l:cd   in  pir<-iculc-r   t.r.w 


14  v.ci    aru    Gw    cais    •:.:r4-2    7.r.c-i.ci;c.c.c    ^n   ^ 
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actions   batwaon   ciiaca     banl.s   nxd  ?iani:£acturer;3   Ihxncvar  'xr\\7'c 


15       Company  of  Naw  Jfork. 
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F?.ct.3  h^v'j  bc!Gn  dcvalcped  v/hich   inaicat:^  pcssilij.j 
unsafe  and  unaoioid  bonking     practicas   end  pQ:;3ibIc  vio.l.atio^ns 
of  fac-^h  civil   7nd  criininal   lnu, 

'/ou  are   api>Gari:"ig  vol^jntzrl"'.-/    in  i* a cpc. '.:;{>    ■'•:q  r.y    cale- 
Phonc   call  of  Aagi'.st   1,    1377,   vh^n   I   iaciLoatod    to  yo:i    ti:  ..• 
follc-./ing,    and   I    i/.;-.l.'.:'r:l  -/en   to  iii-ke     i  .:tritr::.''.ap.t   ana   ui-:c;v:,!r 
riu'jntionc   vith   rcnpr-ct    :c  cor.p.'sn';at5 /.  j  b^lancj.:   of    '"^/i   i.i 
'■•.'•nuLacturorfj   ilancver   to   a;:pi?o;t   tiia    '.^.j»>  n'i..:'o    by  v^'.    .■.:?^' 
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I  stated  that  this  is   a  potential  crimir4«a  matter  and, 
one,  that  you  did  not  hava   to  cone;   and  secondly,  that  anything 
you  said  might  ba  used  against  you;   end  tl^.at  you  were  frcs  to 
bring  an  ittornoy;   siid.  fourih,   tliat  ths   court  reporter  would  be 
present. 

I  also  noted  th:it  no  rcferonco  of  t'ais  rat^ar  had 
as  yet  bean  ztmCa  to  the  Jv.stica  T^^r  -  r'::\:iv.'i   for   thsir  ccTi^f.cl:: ra- 
tion and  prbsacution-  but  it  is  bsi^^g  con.'5id^:r,<5d. 

And  furthanror;*,  notsjl  thct  if  jhora  is  no  int-srvi-ew, 
'ch3ra  is  a  strong  probability  that  -his  F.attar  will  ba  rafarred 
to  Justics   for   chair  ccrGi<r.--atior.   tau  vi'cs  2cution. 

I   furI:hsrr.'.::rG  no--:;C    ^ihat   the   :}'i\p.::>:.TZ'r.*:  of  Justice 
would  bo    i'ni:ori:3d   thr.t  such   cr.   i  i\:-!i^^vic-<  vill  ba  n:ads   av9ila*:la 
to  ycu  an3   Lhat  the  Depart:.- snt  of  Justice  is  being  invilied  to 
have  a  representative  present  if  they  so  chooo. 

I  also  noted   chat  I  7;suld   lik3  to  hold   this  pjs  quichly 
as   possible,   bv.cause    chara   is  a  gr?va  ris!".  of  a  leah,   and  that 
any  Inr.k   in  a  procasJing  of    cJiis  nc.buivi  v.ould  ho  prGjn<2icial 
to  7cu. 

*''.nd   finally,    I   r.il'':d   if  '.3   couJ.d    fix  a  dats    for   -^s 
'I'^ickly   as   poi'cibls,    and  the  -Ir.tQ    Tcr   iiiiis  ir^orning  at  7:39  vns 
iir:;lvod   at. 

I   alco   nc-Jj?d    th?.c   ?.'•:   a   fuiiu:-:?    ti-nj   '..-2  in-.y    .it  'jr-*.!    i.-^.h** 
i:"'  .'    '.-.iv?.:.-^.   yoj.    i:o    -.z.i'-.iZy  -./l':".;   r.-j- -:»    ^o   O'-'v^r   linas  cf   ii'.qui -/ 
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5 
MR.   LA:.'CE:      I  didn't  hear  you  say   that,  but  I — 
MR.    HEIf-JiXKN:      Well— 
MR.   LANCE:      I  don't  think  you  told  las   that.     You  ray 


have . 


MR.   n3I?L^?sl^:  '   I  may  not  have.     That  wa  may. 

But  let  me  say  ncu,  we  raay  ask  you  for  soain  othar 
information  at  a  lahet*  tiir.e. 

As  you  caii  ssa,   a  transcript  is  bsing  laade   cL*   jh'isa 
proceedings. 

If  evidunca  is  dev-eloosd  indicating  violn'cions  o? 
federal  or  state  la-.z,   the  tcstis^tony  9.ven  here  may  ba  ussd 
agaiiu:t  yo-Ji  in  any  s-Late   or  f.-dcral  procc-sdingG .     You  r.iay  refusi 
to  .insi'»3r  ?.r.y  cu^r^Gtinn  '-he   ariST.-er  to   ;'.hich  you  iray  b.-;3.i-jive   in- 
c.rinir4?i':2S   you.      You  Tnry  !:2    •:•:?".* 3 -nt^cl  Ly  aoTii'.zcjl.      fjid   i.Z  at 
any  tiws  you  fen?,  a  need  to  consult  with  an  attcrnsy  bafcra 
ansv/ering  the  question,  raako  your  v/ish  known  amd  ptq  v;ill  adjcvxm 
to  nai-mit  you  to  seek  the  advice  of  cou.nsel. 

Undar^tanding  all  of   the   iroregoing,   do  you  wish   to 
•?rcca<;d   -.rith  this? 

r:R.    LraTCE:      AbGoi'iJ:€»ly . 

MR.    C'AJ.'T.,:      Yr-a ,    .yir. 

MR.    IIlTI.'uMvM:      Do  ycu   svx-r.r   that   th»    --iiitin-jny  yo»2 

I 
arc    £tbcut   to  gi'V:    Ic    the    trui:h,    trie  -Triola    t"iii:h,    ^ind  ^--Of-.iiirg  butj 

the   trv.Uh^    no  help  yoa  ^^od?  j 

fin.    :r \:c-.::     i  do,  \ 
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MR.    ^EI^L^I^T:     Present  ^;ith  me   uod^/,    if  I  nay  ir*t re- 
duce the   individuals  who  ars  here:      Robert  Eaer,   Special  Assis- 
tant Comptroller;  Tvtjstbrook  Murphy,   Deputy  Comptroller  for 
Administratiar.   rvnd   rfas  Gor^sral  Counsel?   Ro::?.r"-  Sernio,  «iio  is  In 
the  General  Ccunsal's  Office  in  charge  of  onfcrcement;  Wayne 
Rushton,  who  is   one  of  our  jxeaiincrs  \7ho  has  been  doing  ncit  of 
the  work  in  tracing  the  records  and  v/aa   the  e;:ciininer  at  National 
Bankof  Georgia  —  is   that  correct? 

HR.    RUSnrON:      Yijjs. 

MR,   IIEIMANN:     Tiiid  the  gentlcnian  frcni  the  Jus  tic* 

DepartTAent  —  I  am  not  sure   I  caught  -/our  niir.^  ^Jiactly.  ' 

! 

MR.    3ECK5R:      FrsCa.vr.c!;   .'ir'rrsr. 

MR.    IfJiriAMH:      Frt.^3r?.c>   2   c:-=-   of   ^hc2   Ju3f:icc   r^oart- 
irini:. 


Kith  tl\at  I  Tv'culd  li];c  to  turn  over  these  proceedings 
to  Jir. Murphy,  who  will  pose  a  series  of  questions, 
jy  Thaii}:  you. 

MR.   rrjRPHY:      Let  itjs  note   for  tha   record  that  Ar. 
I«3nca   is   acco::H::>::r.ied  by  his   cncnccl,   :ir.    Alsx   Sr.iith,    and  by  Mr. 
A.    D.    ri:z3i3r,   -^ho   I   u:.icZz:/::-:tzv-A  ir;    -n  ajjli,-;:.^;.it  to  Mr.   Laroe 
at   CX3. 

/iR.    MnRPHYt      :^r.Li:»c-,    r»3   nr-a:^   ::;:    I    zr.\x   'coll,   yci 


I 
ixrc    -po-.^t   «-ll   of  y^-Jiij;  ...di:lt  o;jrv.-!or   .^«?r:n,.-i  -.cccl  T/i^^   the*  M.:  rlcn-\:! 
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MR.    LANCS:      For  ths  most  part  ar^jcspt  tiiv.2   out   for 
cervice  as  Corsmissioner  of  Trzuisportation  for  tha  Go-v-emor. 

MR.   MURPHY:      How  loj>g  vare  you  ii:  tha  Cailhonn  I5ank  arid 
in  v.'hat  positions?     Calhc:.ui  First  IMticnal  Bank,  Calhc'jin, 
Georgia. 

MR.LAJJCS:      Bsgcin  in  1951  ou   a  full-tiina  bisij,  havir.? 
started  in  1950  on  a  part-tima  basis,  moved  up  tiircugh  pc3itio:i 
to   hcllsr,   assistr^nt  cashier,   C2L"3hier,  vice  presirl^:iy.'z,  e;:cjutiva 
vico  president,   prccidant,    and  than  chain^ian  of  the  borrd. 

MR.  KURPHY:      You  bscaiua  presidoiit  v/hen? 

MP..LANC2:      1963. 

KR.   r4'JP.?i:Y:     r.iid  rfsir.^inoicl  praisidsnt  until  .7«\r.'-i-''~i''  cf — 

?iiR.L.?J>]C2:       IS/^C. 

MR.IioilPrnt':      .'jid  •.ccro  ch:-:lr.T'..-:.Ti  cf  'ihr»  bc.rcl  irc:r.    zin^ii 
Until   Gor,3i:iiria   fairly  rocantiy? 

I1R.   LTiWCE:      Until  Jasrjary  20,    1977. 

Ths  position  of  chairiTian  is  not  a  pojition  of  e:cc2cutiv 
officar  under  the  bylcvTs. 

MR.   imilPHY:      ?.nd  th^n  in  January   of  1975,    if   I   an 

coi.rict,    you  fc:EO£V!nn   cc^ccia'i'id  •.;ii:h    *:h2  Kc:'cic:-»r\l  BziHz  cf  G.iorgia 

in  Aulanua? 

MR.  LiVNC:::   That  is  corr2ct. 

I 
MR.  WJ^irflY:  hz   presid^n.':?  j 

r'vR.  TS^liC^:      Thi-:  i3  correct.  ♦ 

;;r.   :V;f.:-»:;"tr:   And  you  co:v":i;-.i-.:c7  rc^  p-.ro;;  *  •' :.'.t  -u.d  I    • 
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guess  a  dirsctor  of  th3  bapJt  until  Janue.ry  of  this  year? 

MR.   LAKCE:      January  20,    1977. 

MR.  MURPHY:     Oas  of  the   'rhlr.gs  that  I  have  nctsd  in 
reviewing  soma  of  tha  mina^ieo  at  both  of  thsss  barics  is  that 
the  bemks  did  pay  a  fair  i»~»ci!nt  of  v-ittoxxtion  to  varic;:3   reg-ala- 
tlons  and  circulars  and  ;.-hr.t  not  by  the  Ccn.ptroller's  0fj:ij3. 

I  would  like  to  ask  you  if  you  v/sre  ftxrniliar  "..-ith  two 
circuiors  put  cut  by  tlia  Ccnptrollar's  Office  —  I  havo  ccoies 
of  them.  Ona  is  Banking  C\;-:c-jlar  Mun^bir  31,  which  is  dated 
Ocfcobsr  22,  1970,  and  cha  other  is  a  Guppl;^ffir.nt  Uo  ciaac  ci::cular 
dated  January  12,  1372.  Thoj-  bo<:h  have  to  do  v/ith  tha  subjsct 
of  bunks,  bonk  stock  lc?.iis  s.r.d  correspondent  balance.-.  (Har.diijg 
dnoiAxr.sp.t  to  witnejs) 

iin.   Lr.I'Ci::      \   ..r*v:-   tcc:i    c":o:,'>,    i-'iz,   u'r. 

MK.rraRPHY:     iUid  did  ycu  3?.s   thi^ce   at   cha   ti.aS   tr.wV 
v/ero  issued, mere  or  Ir.as? 

!:r.  LAi:CH:     Mr .ifiirrphy ,  ycu  V.nci:,   I  would  be  Iicru 
prcsaid    co   3ny  I   3A'.;  evcvy   r^^ula jio-i  ths  CoTiir-iroiltsr  *3   JL'i:ic3 
has   ij3i:'.>il.      Sot'.q  of    i:h.i:n  you    :?.^   r_ii.-   t;cin=   of  tlicm  you   dcii't. 
Ft-.t   I   r:ii'.i.-r  i.a  igii-o    th-t   I  hr.v-i  cc:n    ch?.m   in    'r.hj   pcV:,  j 

MR.   Muni'IIY:      Ail   r^.gh'i.      Do  ycu  rc".nr.ibar  discunrjirii^        i 
•-■.:jiJO  v;ith   ciVjbcdy   in  par-jicul^r?  i 

MR.LiWTCEt      No,    I   c!on't.  I 

Mu.   f?jn?:lY:      I   im  "'v^co  t?.n^l  that  bav.k  socck   3cc.?ro    :'rc 
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t4R.  LAK-CS:     Thoy  ara. 

MR.   MURPIiy:     Whai:  I  am  asking  is  whsther  in  conn3Ction 
with  soma  of  the  hzzik  stock  loan  businass  donm  thsra,  you  would 
ramcinbsr  bringing  up  this  p£rticular  circular,  or  not  real?.y  the 
circular  but  the  iscuGS  addressed  in  the  circular. 

KR.   LAilCE:     I  have  alx'7iy3  been  very  careful  in  any 
sort  of  bank  stock  lo2in  situation  to  wcka  sure  thero  vare  no 
compensating  balance   relaticnships   in  r^aiationship   to  ths    locn^ 
thair.s'slvas. 

MR.y.CRPJlY:     Hc-f,   Oil©  tiling  I  Iiavs  run  aero-;'   in  the 
file   that  X  didn't  s.i-ts  in  the  doTUinrnts    !:hat  I  could  find  enough 
e::plana':ion  t^hat  1  could  'Oiid^rstcir.d  it  was    clii  Lance-lot  Ccrapox.^- 
V/oi'.ld  ycu  be  good  3nou9:i   to  tell  us    ;:ho  ovr.c.    Jiho  LTaC2-lot 
Cci?.pany? 

MK.LAI.'Cli::     Th^^t  is   just  a  partnership,  rao  cuid  my  wive. 

f:R.   MUi^FrlY:     And  an  I   correct  it  is  not  an  cpsr^ting 
cciiiDhny? 

f'R.   L?.KCE:      'Jell,   it  is  not   -n  oporaliing  cc.T»p:-n/   as 
par  3e,   but  it  Is   a  partnership. 

lul.   Mirivri-lV:      It  really  jush  hc.ds    variour*  iiL;33ts? 

KR.   L.Vv.'CH::      That   ij   right. 

rir<.yiU:^?:r*':      Lot  mo  run  thrcL'f;h   tlio   transaction   as   I 
.Viifj;-j;:str.rri    it  about    ti.a    ^ciuisltion  of  your  rjhv.irss   in  K/ir-ic -.al       i 

i 

ic.n];   o/   i.'coro'i*?./    tuo".  vo'.i  c^-^n  ccr.Tcct  ;.vo    i.:    I   havo   t  n/  of    tio 
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In  1975  thara  wars  apparently  in  rcurici  nunil-ers 
690,000  sharGS  outstzmding  of  National  Bznk  of  Georgia. 
Financial  General  Corporatica  ouiied  ghs  n:ajoricy  of  thosa  shares 
And  there  were  nagotiations  during  the  spring  of  that  year  cul- 
minating in  a  sale  on  ths  thi:cti2-:h  of  June  1975  in  which  you, 
»ir.  Lance,  purchas-Da  143,118  shares,  and  tvo  of  your  :,:;3oci-aten; 
also  purch'Hsed  shares  of  Mr.  Dan  ?a-;illo  purchased  throvjh 
G:;inGtt  —  through  his  coroporiV. 
MR.  LAVJCE:   G;/i;-2tc. 

MR.  MURPHY:  G;;in3ct  Industries,  169  shavss  7,.:iC  :ir. 
Jolm  H.  Stciubler  purchased  directly  5,000  shr.rr^j.  7tnd  thr3i-..-'h 
a  ti"\^3t  anotr.o::  I  believe  it  I'rs   65.000  sharss  «*.oro  or  lecz. 

Insofar  as  yai  yjcrr.-: ,    icv,   y   right  on  the  nuibiirs?       1 

'I 

ilR.   TjM'.CZz      I  thii":  vliat  i'j    in   cr.2   b-.illparU. 

/.'e   hud  bo.Ljically  one   otlvir:   :tror.p  o<:   c\u.c<i\'.zl^3:-s   thcit 
purchased   the  rsinaining  sharss   from  Finai.cial  General   in    che 
prorjcMs,   but  basically  fir.    Sce.rJDler,   Mr.    Pntillo  and   I   p.irohasedj 
the  bulk. 

IT?..   iiUR?HY:      I   rc-.\cinh.'*r   tivi    ct»;or  group   as   "-^viVr."   ?.    Ire 
oil  n,-i/bo    ?.-;  rnr.ay   as    IC    iiid:".viai::l.: . 

.'.^..riliRPIiY:      tTno  pur  jh -:•.-• -J    : :;  ja    ::,.;:ai..T   -j:^';'.-..i;:s    o! 
.•■:•■  oe*. . 

ira.r.r.nCE:      Thnt    .1:^   rioht. 

1:V.    r;II?v:'ir' :       I   •:■"":'.':    I;o    i."c~i:.;    en    ';h:- »    ;)rvi*e>*  ■;."«o    ^P- 
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shares.     VJhat  discussions  did  ycu  have  with  ar.y  bcnT^s  ccr.corn- 
ing  tha   financing  of  your  purchase? 

MR.   lANCE:     Wall,  would  you  like   for  ne  to  sort  of 
give  you  the  vhole  narrative  oi:   *wh'3  th\;\g?     Maybe  wc  can  covar 
soma  other  questions  that  ycu  nsciy  have. 

HR.   MURPHY:      That  vculd  be   fins. 

MR.   L7\£^CG:      In  ths  prociiss.      l.t'.an  I  i/ant  to  th-^ 
bank  in  January  of   1575,   of  cov.:.:s2,    tho  rin-^ncisil  Gari^ral  p;20pl^ 
c'^rnsd  80.1  par  cant. 

The  banking  jitv.c^.tion  in  Georgia  at  that  ti7n:>  rjricluc'- 
ed  ciny  holding  co^npany  •j:tpp.n'3ion. 

I  Zyil'i  lii:o  vri-ih  :../  ?<  ".owl 2cJ?;"2  o2  tlio  state  cr.d  -  :r-ir~ 
iencc  ovr.r  the  atatc  that  ulti.v.rtGly  ;:j  '.•:ould  be  in  a  pocir.icn" 
uhsrc  -.hi  cov.ld   in:;.!^,^   o^rz-yl/ic   i:i  I'.cldiiig  ccr.Vi>ar.y  bxi!:inc  , 

There  '.^as   a  parti atzlir  problem  involved  wiJ^h  ragi-vd  tc 
ounarahip  by  foraign  holding  ccwocny  in  Cjorgia,  because  undar 
the  statutes   tliare  hcd  to  be  apacific  G:qf>r233*»d  authority   for 
any   foreign  o-med  hrl.iiug  ccrpeny  to   transc-.ct  itself   in  ar./ 
hcldlng  con:,^ar.y  activities  v?>.2n  the    law  v/.is   changed.  * 

Th3  r,.:c'iliar  projl.iiA  '.ris  oaussd  \iot  by  r.wnor-shl-.  of 
^irarjial  C3nor:cil,  but  by  t«;3  fret  *;«-.T.\li:on  ?.a-^?:  shrr^s  h.t  c 
holdi.ig  cor..pair/  c-.'craclo.i  in  •'^Gorjia  si.i'-o  :>;c 'thirc*.  .^ '■  -  •:..id 
t>oro  -..:::;  -j  politlcj?!  ih\\%o.}sib?.l\\:/  on  'c"ii:\';  v.-.Ij  'i-,  rti  iiv/ 
np'^cific  I'lgialatlc.i  r.-i-o.'^h  ::":;:•  Jjcrrjia  C-.:i:ri:il  .^.cs^in-.'^ly  co- 
i;j"::Lr!:j    :••  •    :J:il.i. ty    '31*       -v.^-j.i  !;-idi.v    :?c:;-?^^:j-    tc   ^i-'**    e.-iy 
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future  acquisition  pqwarij   in  Georgia  bocnuse   off   tha   fact   iihvii: 
the  roan  v;ho  headed  up  !I«arJLlton  Bsnik  shrrcs  had  crcat<>d  scnv* 
probloins  v/ith  regard  to  tha  political  3:-.ractui:e  in  tha  state 
and  there  just  was  no  way  that  tha     G<2:iarcl  Asseinbly  v*-ould  cv^r 
allow  HaBiilton  Bank  shares    cc  G::p:ind  in  Georgia. 

So  having  that  in  '.-irid,  ve  ir.itiawCd  conversaticns 
with  Financial  Ccn^iral.      rhc*  bcmk  at  that  ti!-.:3   I  orxi^ct   La     he 
ay^s  of  the  Conptrollar's  Cf2icc  \;.-\s  net  ovarcap5.tali2Gd  ci'  oiiy 
laeana,   that  Financial  General  had  b:ian  fairly  r.istrlcti-.'a  ..n 
not  2ven  wanting  to  tcil!:  al:oi',t  put'jin?   s;xiy  additional  capi  ir.l 
iii:o  th.3  bank,    and  sc  vs  ::::n.;   to  ..-so  th3  Iin?.naial  G3;-.jrai   pacpl 
to   ice   If  they  v;culd  hi   .:i?.lr.:j  to  ::/;li    d-.r..rr  i;toc?^. 

::k.    ^:u^?i!::      r::;3v;:-  it^,   l;!  :.      '  l>o   is    "ws"?  ; 

MP.    LAIiCI':      Ki.vj   Clc'rolaric!    .-^jk     I,v;i»o  -:a.';   c>. -i^* :..;.{ »    oj*    cJ:  2 
board  And  chief  executive   o-f  Jicor  o.'    r.vio   uniiicnal   Da:*.r   o-:     leorgii  , 


:11  a  J    lonq    •ic! 


to  CHS  v/hat  the   future   really  held,   k-io-./ing   ^ull  vjo 
ri.vic>r.r:ial  General   re::ain<:d   their  c.narshiio,    that  we  -.,oulJn*t  j 

have   .^ny  difficulty   jn  ^rovirc-   t'cr;v.aii   ±\\   n'febie  hanI'.:.-.-.g   ar.tity    ! 
in  Georgia. 

MM.    i'lU?.ri:V:      X  •.-.:?   •.•^'...C;    f?     '.rik    v'.jout   v/h  !!*l    .a.-;    it   yeu 
Cud   :ir.   CT-V:-:».^id  ^.:!^it:    ho    -j    :  vi.:.-\r:Ln"    Cfn^rnl? 

MR..V    fCi-::        A:j   I    •'■:")•.  .•.•'./cr,    xa   r.-road    :.-;:.:n.i,    it  •..•Dti    in 
pro?)ably  r:;;rch,    April,    I   rLL.:rr    U^-r:  :.    '.'.v-    :A:::c  rl^  .-m  .;;:if:n 
i;t-vlvd    In  Maroh   !;ac--.'j.  :e   cf    ::>.2    '^rc'-    .'.it   .;^  \-w:.co   ':•■*•.  c^   /  .h'*    .■••r. 
■  )::'.'■:->:   or   viot    ':he   C-.'-j::::!   J'.jj  ::.'>iv'  :     ■.:    ^o!-';    'c    ■.\\:.-.      •    '.  c  ' 
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statu<;s   in   1975.      It  had  been  a  bitter  fivjh'c   ir.  Goc-;ir.  frcn  a 
political  standpoint  about  ch^r.gir.g  the   Boiik  Holding  C-.-.-p^ny  Act. 

It  did  hot  pass   in  1975.     Wa   i'slt  sura  tli?.t  ic  would 
pass   in  1976,  which  it  subscqurjivcly  .'lid  by  or.3  vot3  cs   I  rcvurabs: 
in   Che  House.      But   >I\t£  circuts'i^cc-  %rcr3  such   the-;:     s   licl:-  l^^-^ 
ve  pretty  well  hcid  a-   iinpr.csa,  iihai:  7i£ir.r,cial  Gcii'jrc'.l  rs-ailv  ^^^-^-^ 
want  to  ses  National  Dctiik  of  Georgia  grow,   thay  didn't  vr.ii.-   co 
be   fac-d  vrith  having  to  nut   in  additicnrJ-  Cc-.pit?.!,   b-rr.iMi..::  oi 
that  .>Grt  of  tha  proccr.3,   ctr.d  I   felt   lil'.e   if  wo  war-ii  goir.g  to 
ccin?7i2   in  GDorgi£:,^tilir:s  v^hntover  tal:^nt3,    ?ibi).i-J23   "   :r:yht 
have  with  regnrd  to  kno^incj  onople  ever  tho  str.te  rnu    -c   r. 
part  of   tha   total  K->t^-:    ^f     -h^s   ste?:n,     :h::t  v:-  h<-:    :^    'o    -A^it. 

;v3   talked   ::o  -u-.-in  abcut  v>c  .;  "ir  thx:/   r;o\-' i  :-^      l  Liing 
to  1-11  thjir   int«*vr  •: •:!:   or  not.      vTa   €ng-rffld   ii;   oGvs;"..1   -l::.:r^ni. 
dlacuosiciis  -.;ith   tha   r-inaucial  C-e-!n.rr.i  :..-o?l.-.      u'h-.    :M..-.  1  ly 
said  yes,    thoy  would  be  uilli..^'   i:o  c«ll,   they  hr.d  .-in  agT;ir.:i:it 
with  ilr.    Birnis,  ''^^  '»^^  *^^--*  ^^-^  prcviouG  pre2;ii'jnt  of   LI: -•  bar.I- 
3aia  givo  hin  the  right  of   firjt  rcfus.-l,  -liid  he  vrc  -..-illi:!?  to 
gives  thr.t  up  to  aiXcv;  thrn' to   n^.l]      h.-.h    :o  U3. 

Thsy  h^:d  :::^.i  -aoiiit,  :v\:;i  ..•.•:: ,  :^l;o  bc^:!:  ^-:;  ...^-..i  Icing 
«JttSii;oca  with  the  Tir.:::  ^iaiJnii.a  Ci:/  '^\:i':  oi:  :\:w  :^ov::;  a-;  a  ma^ 
tcr  of  courtscy  Mr.  Clivil^^'cd  .-lid  X  t  .1!  -..  1  :c  :;:.--  ^hout  vp.ctJ:Gi 
or  -irt  tLov  would  ds  ./illi'ig  to  .?.\ncuici  a  poi.hiov.  c  V..'  «:  "ccJ- 
'h-i  I  .T.i'ifht  haV2  Vcon  •..'ilii::'-g,    c-bi.-.    cr»  buy.      r.y  •••.  r"..^    ."--. 

;:o   try  to  ovn    ::I.VJ   ^^-iJc'c   ;:orC/   -;    j    i-mcc-:       '   :.v::    .    i  ■:   be 
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14 
to  Georgia.      I  wanhcd  it  to  bs  a  Georgia  bank.      I  v/anted   it  to 
be  a  growing,   viable   inrstitution  on  the  Georgia  scsne.      TVtid   I 
wao  willing  to  run  the  risk  of  hr^ving   to  try  to  finr.iics    chj   in- 
terest and  t2ike  care  of   that  part  of  it  until   I   could  really  cn?t 
the  stjock  distributed  over  the  etste  and  inako  a  real  Georgia 
bank  out  of  it. 

First  Np.ticnal  City,  bacausa  of  the  rel-tionship  'cli^t 
they  had  with  Fin^iiclal  Gomeral,  felt  that  it  probably  wou}.dn't 
be  appropriate,   did  that  sirply  r*s  a  ctatter   of  courtesy. 

I  had  hjid  a   lorifj-jta-iding  relatioi2h5.p  vjlth  nairaJr,  :tur 
ers,    from  the   standpoint   that  thay  i;2re  our   priirary  correspond  Dr. 
in  Mc»v/  York  v;ith   r  j7;;.ticiir'p.ip  to  Calaoun  Firct  Natior.ai.      T  had 
kno\^m   Bruce*  Brour/hr.rn  ^r.d  r;r?-''i>rp.l  of   the   officcjrs  of   th*^   ba  k 
for   20   yoars   or   i-o.   hv.d  a   frier <lly  r.^lati or ::h.\p  w.-.th   th^i.. .      .:.i2/ 
knau'  v/Iiat  v;e  had  dor.e   in  Calhoun.      Tliay  knev/  :.\y  b.ic]:cjro.iiiCi. 
They  jinew  my  circu.islianccs.      It  wcis  I  thought  a  natural   thing   fo 
me   to  go   talk   to   thnm  about   financing  the   pu  release   of  the   a  toe!; 

Th.^y  uaid   'chat  they  v/ould   looK.   at    it,    that   in   light 
of   tn.-    long  rclati  ori:hin   tn-it  they  ha-il   :'.r"».d  -./ith   me   thci^j.   they  U}C- 
vory  rucfi    ?  atcrct;::od. 

In   the   \z~.j.x:zir.'\f    Jl::cv.r  :icA:i  '.ti':h    Irs.    £;tcj»\;b.l..'r    r.nd 
••U-.    Patillo,    JiK/a'^cd   it<;  ?if  '..it.h   r.u   r.boiit    tr.    -  r  ourch.jco   of   Hit 
<"''*'ior    jh-\:'jf;   .'n-.i   cj.it'cir.g    l.ho    t'^iiij   b::ck    to    ".  joj  qii*.      '.;>.it    !*,..';;- 
'-"•'iljy   T.;.-!-:     :Un   hi(jL-:^-:ii.i<j   oC    r.^;  j    ti.vip.:;:  ctlon. 

M'*.    ::<;P.':Y:       Di.i   vr.*    V-T:    ■  ith    ixv/    •-> '  h-rv    b.;^:'::.      ).:;i»^ 
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ManufactuiTcr^j  nr4novor  aliout  pcsjibly  financir.g  your  purchase? 

MH.   LANCE:      I  aiay  hzvQ  had  a  cursory  convcrsacior.  vith 
Rick  Dean,   at  Eaiik  of  Virginia,  but  nothing  —  nothing  reaXly 
with  any  specifics  involved, 

MR.   SniTK:     Dzcusa  mo.      Me  said  did  you  h&vc  cr.y  othov 
conversr.tion  v;ith  any  oth^r  baiilcs,   aacl  you  h?.d  alrccJy  said  you 
did  discuss  this  vith  First  Watioiial. 

ilR.    LAKCE:      2   r.ssuctocl — 

KR.    fiMITII:      Yot;  I'-ar   i>i  scl-iijilon   co  rirct  'Jctiovi-rj 
City  and  Ixanufacturars? 

MR.    LAtlCS:      I   assuiac-d    clicic  i.ould  ba  :r.-;2pon'jive    tc   lii.o 
quQsticn.      Eu'-   if  you  cirs   ?.c:J:ir.g  did   I  go   arov.r.d   aiid  b2i:ic:y   cbou.: 
tha   lo2«i   iii  jr.iilstio  v5hi.V'   <:o  coArospor^dDiic  *j::lv.r:c.^3    i...c"'   cc    .'orth 
so  on,    the*    vv:z\?-?r   Is   nc, 

Mr..   M-JRI;:/:      ;:o  jow  r.-:— pjar  x.hoa  you  ta.Ucac:  to 
?^anui:actur  jrs  n-.nov^r   —  end  I    ./ill  \:l»11  you  >;^  hav5>  ?n   indica- 
tion  fronr.  the  r3cci.-d   i"c  ;.'ns   ApLii    16   — 

:iR.    L?.1:CS:      It  -.'is  ccir.stiir.a    in  ?.pril.      I  di.in'c   I.no;; 
sp'ici  fie -illy  tchon,   h:it    It  ims   ::c.nv^t.-..-,2   in   rXpril. 

rlR.    ^aJR:^HY:      r-r-;    ::'   -r:^  'nc:-    :::inn  ci^cn   o-    ;:a::i    ::\^bj:  o;- 

K*?.    L;;v;:i::      Z   r^:.l!.y  cj-'t  rosr^^v.^    sp-clifically    :i3    Lo 
ho-.y  Dr^ny   tin.  n    I   ..iig;i.\   •....'.•;   ^c.:*'^. 

X   o.ily  ...-ci'.-.nhrr   L'.i^   br.sic    .•o.-4V.:r.'3atioii   in   \::io   ba::? 
•i-.i    it.sc"'.;;   aLout    •:ha    Icr.'.   "•••'.d    V::oi'.i:    cho   pur.-::ja.:o   or   .Tf^G   clicnh . 

T:'.    .:v:K'::if:      •'.    .'»i'?.v    '.::  r^   iirUr '.'lioii     .V.«i:    •;  ^w  •.;:•:? 
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15 

MR.    LAMCE:      I   thirJc   thc-t   is —   a^   I   :r-2nieir.bQr,    rirht:. 

MR.    KUnPinr:      As    I    said,    it  wan    en  April    IGhh. 

Ir  ccnncccioii  vl^zh   th2  riijcucoio  z  en  April   —  '.ell,    '-^ 
xn3  beck  up. 

Do  you   rsr.sirbsr  who  ».as  present  %*'.:cn  you  v"2\\»      tailiinrr 
with   the  Kiinufacturera  ITa.iovsr? 

MR.   Lrv?7CE:      Drx;c2   3ro-.:c:hr.i.i  ^./fj.i  prc-r.sr.";  end   ^v:.;ig 
ClGvaland,   cliairr-irm  of    :::-.a  b-i^Ci-'d  of   c'u-j   l.v-.jic  v-I   H-iJ.   oi   o2c;r'.yiv-. 
w,is  p-jGcent. 

m.fy  b.:?V'.i   oc.o    l.i   cr  ccr  i-   c;:  ■-   :r  ri^.-r  ■:;•:•'•:  r.-.c  -  ,1:;':; . 

I   •.■.'cr.."r:r   fj   ii   '..•o:*..i  '.j    •i;^pvo;5ri     •: '.    Cc.-  U'^      r.   •.•'    ?*:lu' 
to  soG    tl-.e   pcpar   that   you   ar.?   vei"ori-i».<^    -o   .\r.'7? 

MR.    ilUReKV:      ;;u_-r:ly. 

MPv.    I.'ZIfl.Vi.-N' :      v.'hy   'io:;'o    j'ci    -i>.n  I. *;.?..{»   \  hst    if.    is. 

K:x.    ir(.^?.Piri':      \'}U/   .ton-v.   -.  :    .'..rV    it    Jv.hibit   h   to   kf."5p    it 
i^traicrh:;. 

{Vj.  .     •i^JT^'' ..I;..-.     /.'.  Ov'-'     >:  jH  :r~  i'J     CO 
/.'.:;     •.'?*;'.:'!     ."    ilii/it    /\ , ) 
in.    rvJ'ir/iY:      it    1-3   ::   :*o-;.ii-..;^:«':    r;!TV :    -•.-:•    cf-^Ji.  r    lii-.-i    ot 
1' -ti'i.*  .'C'lur  ir.i    DiiiiDV;;-   ^'i  »*.^    "-'m   A/-  il    I'./n     .^    ::1.7. 

?.T   yoi:    zzu^    ^.c,    rn  i   o7   ti.  .    tl/i.:^^    ^t    :,;•:!    i  :•    Liirt     'cu 
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17 

MR.   LANCE:      Yes,    sir. 

MR.   MURPinf:     Do  you  remembsr  visiting  v;ith  fchcsa  gontl. 
men? 

MR. LANCE:      I  had  met  Mr.   Jenkins  previously-      I   remojiz 
I  was  not —  I   just  went  by  his  offica  and  said,    "Hello,"   and 
Mr.   Woodruff  canie  by;   he  Wcis  on  his  way  to  something  else   ;\s   I 
rewerabor.     We   left  tlr.   Brougham's  office,  went  by  Mr.   J;2rJc:.ns ' 
office. 

MR.   MORPinT:      During  this  meeting  \7as  ther-a   any  d'scuc- 
sion  of  correspondent  balance? 

MR.   HEIfil-u.'JI:      I   just  think  you  ought  to   rei:d   the- - 
where   is   it? 

ilR.HUPPiri':      V.hct  v/e    find   i:i  the  r.-^no   is   a    lort   of 
a  pia-in-fche-s::y  wr.sh.      It  says: 

"For   tha  records,   Citibr-.nk   is  currently   th^-j   KLiricnal 
Bank  of  Georgia's  principo.l  Hew  York  correspoiidant,    ard 
although   it  v;aij  not  promised   to  us   today,    cue  wcl'U   oij^^une 
that   :;hould  wg  iraKs   this   loan  v;e  x;ould  undoubtedly  b-s 
recoivir.g  significccit  n-^rw  business    from   the   b=ink." 

My  question   in   ';h.^tiir:r   thr.  :   c<:nl::jnce   in   thn   r..?n:o::a:iduui 
refl.^ccii   to    clie  hcu'c   oc   you*:  n.oir.cry    •\ny   cn-;crfic  din  cue*  ion  7 

r;R.Li\!;CE:      -.72   'lid   not   realXy    i::lk   abcuc   corco ipci'C-nt 
bal-.5ic23   sr.d  that  ncrt  o^    ihiiig  c»t  c.ll.      lirucr    r,i:C'V:' .^:r.  !:.i:.  / 
i^c   Cic'irr-Tirly  tvell,    cloilt   v.'ith  -.3    fov  a    lo:ig   pokriod    oi*    t.i-.:i.       '«!    -' 
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rslationship  in   the   fiitura.  j 

WR.   ^!URPKY:      If  I  uiidsrscocd  you  corroctly,   you  caid     j 

you  mada  the  scir.e  as-sur.iption  that  fch2  pscple  frc:a  Mrnlianny 

did  that  thera  would  ba  a  corre3ponflent  r2latior.3hip  in  the 

future?  ( 

J 
MR.   L*U"JCE:     Well/  v:e  didr.'c  have  a  Naw  "or!:  co::r2J:ro.- ^•- 

< 

ent   in  the  iicnse  of   cii^  coirc3pcr.c"j"C  i"2?.ac?.o:ijh?.p  rj.::!  I  vScr.'t     j 

I 
think   it  \;cu.ld  sh^nd  to   ':r~.icn   if  F".l--'i  Kacional  City  was   goinff  « 

to  continu3   to  havo    ch^ir  rcl'-.i:ior.3*i"-ip  v/ith  Pin^ncici'.  Gci^'ril   thj'. 


v/2  vouldn't  be 


in  th>2  prccocs  of  nial^ing   £irrfL;icfcr*2r.i:s   e.bcuc.   cti»r.Li 


correspcncTant  relctionjhips.      ?.r.d   I   thin!-:   that  './as   th:2   situaticr^. 

I 
vJi   didn't    t7.1I:   a'j'u'-  _jp-,ciJic  corraGpov^clsjit  r^ij-cion-  ! 

I 
ships. 

Mi":.   :.o:^7HY:      y'-2.1,    \:J;.»    I';-..   Vo::):   ccxrr^^jpov.'il-r.t   f c  r 
^'ational  Biu:.!c  of  Gcor^jia  ct  the   ti-.  2   :j«:-o^.::Gnfc.ly   for  'jcr..?  y.aars 
previously  had  been  Citibr.vJt,   is   -^ihat  co-::-3ct?  j 

:•'::.   LAI'^CE:      Ygs.    S^cnuac   of    c::g   ITiiiCiiicial  C^nara.l   r2-  \ 
laticnahip. 

:•:?.. I rur^PIiV:      rr.d   as   you   r^^y,    ti-rt  Ci--ic.;r.k  ^^zr,    tiv:   ccj 
roDpo^idcnl;    ::or  all    o!    'lUo    :i:i-i'ji^l    Z:r..i-c.l  b..u-!:3? 

iilv.Lr.lTCJ::      *.3    f.-.'-   zc:    I    !c.-.r;;.    \:»y,n-  i. id  ii- Uvjr   2ian".fi- 
r.zwt   lor.na   c^.c  rin.'j\rji£.l   Gc:r..:r:.l,    r;f:ci\i:::d  by   ritock   of    'ihn   v:!rlc«T=« 
J" -r -ills.      So   I  -»;o-tid   rai/nor   i.-iUjin:;   t:-  .y   w-^i:--   corre::i:oi:w".C:>.t    -"cj 

i 
'^ill    of    it.  j 
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KR.    L.Ms'Cr.:      I  \:ociO   tlrlzu:    r.c . 

i:n.:/.;ni\'IYr      Dj.c   yor   :-i':vj   r..iy   f-pjciiClc  c:ircar;::io::  at 
any  othoi*  i:ir.;.i  CiS  ycu  riii'r.i.±>c'r   Cro;..  ciiyciie  froLi  Krcihrimiy  ibout 
correspoucl-2nt  biilcins^c? 

KR.    L7.HC2:      ?.rr   ycu   t :..!;: iijr;   £±oiit   subi^ccj^ip.nt   to   the 
April  ina'jting? 

KH.    MURPr.y:      Y«C, 

MR.    LI-i.KCE:      Kcb  cpacifically . 

V?s  dicln't  tali:  abcu/-  tliG  bi-iaiiCts,  didn't  tcslk  eboct 
cnythiing. 

I  vfciit   to  thciv  Oil  tlia  bc3:is   of  ny  rclat.ionship,    it 
vjould  be   a   lean  thr.t  vculc  b::   c(r.';i:r(_cl,it  vculu  be   a   leer,  ^ir.fc  J 
x^as   coino   to  v.-or):   sv c :•:.:. -ly  lic:!^.    co  i..r!;.?   sarc   thst   t:;-:    b?-;  c  Cit 
V2ll,   iitiCi   ill  sCi.C'   .«?,  iicific    v;».!ri-rrc..:ri   vc  would   ps   £iblc    v.o   c"i£;por.c 
of  the  r.tcc':  in  the  State  of  Gzorgii.:,   e::panil  cvmerLliip  cf   the 
bsnk,   and  do  it   ou  thct  cort  of  br.5?3c,cr.d  that  is  -..hat  I  clanr.cc". 
to  do. 

MR.   MURPHY:      Ail  ricfht.      I   have  niarhGd  fcihibit  5. 

(Th£   GGwu:?.2nt  ^ove   r_fc.-r«:»J   to 
-■•?«  I?.^v}:7^d  Exhibit  B.) 

MK.   irj.iPUV:     Tni  s   ?.s   £inothGr  ricmoi:nn:1un  fror?  tha   credi 
file  from  r;a2ihrinny,   the  date  of   it  is  April  24,   aiid  I  would" 
liks   for  you  to  ta'te  a  pc.r.:icu.lar  looJ'.  e.t  th2  second  parzigraph 
(Kanaiiic;  document  to  witnars) 

MR.   LTVNCE:     This  is-   another  internal  wemoranduni. 
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mi;.  !:iIi~r:iY:  «_-  you  c.;^  :;.:'vj.  i  i:  :;r;y.-  a  I'..!  :.;.C"?  of  20  • 
Perctat  will  bo  ifiaintcinoiL  i:»  tli:i  irntioiir,!  r-r.nk  of  Cccr._ir.  ;  rcc 
In  edclition,  tV:cy  -.Jicicirr.ti-^  hrviiiji  a?.l  of  the  Kev?  York  activi^% 
for  balt-iices  uy  to  a  niiilioi\  dollcirs. 

I'JIicro  die  the  20  pcrccut  nun^bor  cc:r;C:   fron? 

KR.   LX.TiCE:      I  do*!*'-  hr.vc   the    Dligntent   S.de.-.,   r«r. 
Kurphy . 

MR.   riUFC'IiY:      l^z^r,    it  cv-^r   ccrj:iunicc;t3(3   to  youl 

MR.    L^I^CS:      No,    sir.      1   vrculr.   aricuh^.G    tii-:t  ycu  \:ouict 
have  to  p.r.k  tlie  folks   at  M.-ir4tifcctu:i:c=r^  Ilciic-v'cr  v/hcrc  thot  CZ.-..2 
from. 

V?c  n*«."-ir  cirjcur?~»c:   «r.2'   ^iO  p>rccr:t  cr  cnytliiiig   li?:G 
that. 

MI?.   ?TiJRPirY:      ;'3  7.i.   1st  rj2   ask  you  about,   ac  ycu  cm  se 
this  m2ino  ssts   o^-ir  a  nuriis::   of  other  terras   of   loan  cjil  on   the 
second  ppge,    it  cr.yc^ ;    *'!;r.   I.c^ncv      L'^czryccS.  the  conditions  v^hich 
Bruce  stipu^.ctr.Ci,   .xiil  £-.?.'2  Vic    '.^cj..'.:'.   Is      b:2c?:   in  touch  with 
further  infomiation  about  the   invasuors  v/ithin  the  next  day  or 
tv.'O  . " 

Do  ycu  knov;  c:ny  br.sis   for  tlii-t  sentcnca? 

!!?,.  I.?/i:CE:      Kc,   ycii  \'c.\ilG  have   to  check  witii     BeJicy 
Jo  Vicnor,   vho  v>-:.rot3  thc»  z.z~\o. 

Hy  con"var3.itiori  \-ith  Cruce   related  to  rcy   loan,   to 
the  plenG  that  I  hcid  v^ith  the  brjik ,  what  vs  \:cre  going  to  try  tc 
do.      No  iaoiition  r.o.de   of  co.  .pc:iG?.ting  balc\nces,   of  a  percentage 
relationship  or  anythir.o  of   tliat   typa. 
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21 

My  loan  stood  on  its  oi^n  as  far  as  I  was   concerned. 

I  might  add  that  I  did  discuss  x^ith  hiia  and  I  think  he 
would  say  that,  if  you  asked  hin,  that  I  v/£inted  to  make  sure  tha 
there  x/as  no  imputation  made  about  any  sort  of  balciics  arrange- 
mant . 

In  fact,  I  am  sure  if  you  subpoened  my  records /  which 
I  underistcind  that  you  did,  that  there  was  a  personal  account 
that  I  opened  with  the  bank,  you  knew,  to  make;  sure  it  vrs  goinr 
above  and  beyond  tiie  necessity,  very  small  cicccun-:;  at  leas'j  it 
wn3  an  account. 

MR,  KURPHY:  As  you  said  that  you  opened  n  persoriel 
account  with  Hcmhanny? 

KR.  oAlICS:   Yes,  I  did. 

MR.  ilTjRpnY:   2ut  yet  it  being  very  s:n:ill  \.ould,i*t  eqn 
20  percent  of — 

MR.  LANCS:  There  never  vjas  any  cc^Asrsatton  about  20 
percent,, Mr.  Murphy.   It  v;as  strictly  an  account  relationship. 
It  was  very  small. 

MR, MURPHY:  All  right.  The  loan  —  I  ziesd   to  put  scr.ie 
nunbers  in  the  record. 

The  loan,  as  I  underGt.T."id  it  frora  r'SiAhanny,  was  made 
on  the  thirtieth  of  Juno  and  was  Cor  a  tot.il  cao'.mt  n£  '$2,6?.G,0Q 
^s  that  correct? 

MR.  HEIi'isiIN:   20  percent  —  at  20  p':rcrat  cf  -zA't   lo.-: 
I  an-ount  ^-ould  equal  v525,000. 


M-440  0-77-p(.a-4a 

Digitized  by 


Google 


1 

2 

3 

4 

5 

C 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

10 

19 

20 

21 

22 

23 

24 

25 


1028 

22 

MR.MURPJIY:      All  right.      I   am  going  to  mark   zs  Exliibit 
C  another  internal  piece  of  corraspondencs  from  Manhanny.      It 
says   it  is  an  interoffice   letter  dated  April  14.      It  briefly 
outlines  the  terms  of  the   lean. 

(The  document  above  referred 
to  was  marked  E::hibit  C.) 

MR.   MURPHY:     I  call  your  attention  to  vjhere  it  snys 
"Balances   -  20  percent  of  facility."  (Handing  document  to 

witness) 

MR.   LrvKCE:     Of  courss,   I  have  never  seen   cliat  ei;-Jicr. 
Have  no  Jcncvledge  of  that —  reason  for  that  at  all. 

I  \/ould   uhink   t'nc'z  folic. ;g  vip  the  pr-ivious  msiao  in  tl\a 
file. 

riR.    'ilir^PriY:      Ih  is   tiie   Scrr.3  day. 

MR.   Lt\r\CE:      lie  didn't  have   any  discuosion  abcut   coirtpen 
Gating  balances,  Mr.   Kurnhy. 

MR.  MURPi'Y:     Do  you  have  personally  any  records   re.lat 
iiig  to  your  con vor nations  wi'ih  Ilcnufacutrers   Hanover  or   pny  of 
the   people   thrpie    about   the   io<?\!? 

I'i^.    LAi:Cf::      Do    I    ;?jr'.:on.illy? 

■vi.  ;:v;iv:iy:     Voc. 

MR.    I:^i:CI^:      lie.      I  havo  get  a  cc.T.i.iitiimat   letter  :!roiR 
Ihcm   rcl:i::.'.nrj   to   I:i:c»    lorn,   -.'hich   I   -uOiUfa  you  have. 

MP..    lAJ-9:n:      I   havo   n   lv>cc.2r  de.ccd   iUiy   21,    1075. 

X    v;:ll   rw.:):    .'-.isr.j   n,    .i^ii:   ic    in   righi:    .ici/.    j'...;t   to  r-r.'te 
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sxire  vs   arc?  tal'cing  stlioub   iho  oclt.o  ons . 

(Tr.3  dcctirru2n'r-  :-!-.cv3,  ri^fcrrad 
to  WC3  mcxlcacl  E::hibi':  D.) 
im.   SMITH:     Ycu  h.>ve  new  shoi.ii     us   a  n£ipc»r  W2  hav»» 
seen  before. 

HR.  imi^>:r::     ;\ii  right. 

Mr-   Lance,      -ihs     As^y  21   le':i:£r  nnriiocl  iijihiblt  L)   r.s 

r.a.   r.AKCS:      •ri'i.t  ia   '-.'.•V.2.  v.'T.icV.  h---'i   '--io  :.vj  ;■-•-: .'n-r-i    cc  ^i^ 
bala:;:c:G . 

::?..   MLRr-HY:      ■■'/hn'":  is   corrcc-. 

ter  tliTc   '-.i:*   loo.j.  \\\cx  ■j.,:<i.-\  /ipptrcv?-'.? 

M?v.   Lr*l"C£:      .^.a   i  ro.Ti.^;r.brEir,    I  con't  rc-r.-.sr.ib  ji:    -h^   3  2- 
qT?.2nc;t3  of  ths  daias^   becr.-ani  '.:rt  v^rn;   ii.volVGd  '."i'Ui    cne  Flr.T»icial 
Gan^rai   trying  to  ciojc   it  o-jt   .:n-id  tio   forth   and  go  en.      I  thin.'> 
thai:   ^x'u  ::3   prcL^iJjiy  c:iil^;!  Tr.2   on   th2   talcphcn.j   and   t.-r^i  r.\e 
acM'jjirD      prior   to    h:.  ;-i    ---   :\v.:.::nt   "1^:j';.:;l"    '-hut   it  h?/?.  to'^n 

r.pprovcd,    but   t   rocillv  i^o^*  t  Innv?  v.;. at  cli.y    ftiah^u:-:.  i 

I 

."•r..   :.UUPHa':      »-:■;-     •h?T.-2      .-.v   h.ili.iiiooj    ut  «var.U\actur.3r     ! 

J 
f 

!i^nov:r  bo::;U;..'-    ':\ic.:'.     c1  ;!:;::  on...!   ^IvV.   'i.f  r;/;cr.ji.:,    tc   -rhich   the  j 

j 

20   p'^rcc  lit   cc'j.ld  huiv2   hc-c\i  roTorriTicj?  « 

:;x;.    IJ\::C'::      .:ot-3     :'.:it    I    ::::c;7   OiT.    t":    :;li:    :iOi\   rw^cjrriug  * 
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^i  ! 

to  the  National  Bank  of  Georgia  be.iar.oe  in  r.y  opinion. 

Mn.    RSIM.^JTII:     I*2ll,    let  OS  put  it   in  a  cliff av^nt  v;ay 
Xv'are  there  any  othar  e:cccui.it3  with  :vhich  you  -.•rere  asssciat.d  tha 
nay  have  bean  v/hat  tiiey  v:era  talcing  abou':   —  \«iisn  I   ;?r.v   "thsy     i 
vere  taL'cing  about  ,•*  I  didn't  say  you  varo  t  i-lking,"tr.iv  V2ra 
talkir.g  about." 

MR.  LJvJ:CE:     Calhoun  Firist  National  had  sl  ri'lr  c-lc.v-hip 
vrit!'.  .':c:nu\;actursi-3,  but   ':l'ic-j:3  v:as  no  —  no   cie   in  'z'rij.z  i::j;ance. 

I 

ajjsoclr.w---   ocrou-itc    uhc:  yci  I.t.vt  o"    f.ii:   ':'c,jy  could  bs   refer- 
ring  to? 

"•i:^.    r-A'cr::      I   -"r..»'t   '.-.c-.x    T   uiici -::;:.'; ^:3ir.d — 

Tin.  Ur.ii::-.'.,:::     zz^zi-^-^c    rc.o'-/^  -  imcw  it  is    -?t  ths 

<:  .:-.c     ::;i:~c.,    m'w   a   cc:  ipr    v.    ;-;;:- _  •:':I:i.- ..    oi-     'iiyiiiiiig    I?..';-    t  i.-it? 

i'^ll.   LAKv':C:      iCone    :ra':  I  hnc.^  of.   ot'.ier  than  a  V2:ry 
small   pi_-Jo:'i.l   a>jcov.;'w. 

Mr..    i:'J£lP:iY:      ;/.:Ji-   .;~:j    ch;;  proc>2dur~;    of   Hatici..!  J-iiih 

of  C"orgia   for  scljcbing  cor::: .Jponi.-ui:  br.r.':?.?  ! 

MP..    L.V:;Ci::       J.*!!..      I    chii;!;    ".hit   vitiri   noV;«3.1   pvcc  » iura     i 

ior   3  j*.\:i:ui.Hj   co;:_- ^j:;. .•<-;;•».:  :r:t   '  .i^)'.<:'j    is    j>r::v2io*w    in   th'^   ba'Jning       I 

i 

b!\:jir->:::: ,    \i:  wi»?/c   »::..  cl    ?.i:     ;.rvl.jo  "-    .;.•.•:-:   ".'o.i-.vv   to   r^iaol'.  ^  ,  • 

•  i:.it    :ovl:    r:    f.'.-jJ  i:.  ".i  j::    l:!::/   .■duU    '.:•^    2   -.o    joji'    u-**'.??.  ••'    co    Ic     | 

•• ';•.  .-".c       >     ::\:viL'l   t:o   'lo   •.;i.:h    r-.y^-r-.i    ':->   ^:-::-ir"    jTc\-th   ><!!:•    •^.  "    *.-  ..::.. I. 

I 
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international  eKpsTtiaCr   all   ^2  tliosn   thir.gs  -.^r^  I   think,   you 
knew,  part  and  pares  1  of  the  lie;/  York  relationship  snd  otiicr  re 
lationships. 

MR.   MURF IT/:      Ho./  did  tlie  hr^.lz  go   cbout  deciciiig  •*hich 
coriGSpondant  to  s^loct? 

MR.  LiiMCE:  ".Cail,  cg.:.iii,  I  thini:  in  the  norr.:il  pr_»--n 
lont  Rsthod  of  cDlccticn  of  co;.X':Jspcnil2n-J2,  thosa  -.:l:o  ccvld  bo 
of  LvJH'sfit  in  a  niur.val  ral.-itionship. 

KR.?7Jr.rir::      l  ma:.-]:   aa  Eriiibit  2  sorcG  uiiir»*ii:3  of   the 
organizational  ir.ceting  vjith  ths  Board  of  Diracfccrs  i.'ctior.::!  T.oi-^ 
in  Gsojrcjia,  dated  rr»i:ch  12,   1975.   cr.d  on  tha   fifiii  pa^a   t  •.2rs 
is   £  rasoliitio.i  ^lc':i-^\'\r.\'.:.:i:j   12   tcv.i  .srrcicii  b-ii>:s  as  d^pojuihori.-.^ 
vir.d  thrsG  of    "iliiia  Kaw  ic:;J:  banks,   Chrsa  rirnliattr^it   "_.'.k,   7i:-st 
l-3.tionr.l   City  aa-i!'   ai.d   Brjk-ik  of  Cc"i.'.ci:c2. 

(Ths   doci»r.:-3nt   i-G.:Gr::2d   cc  c'ss 
icesrked  iSxhibit  S2.> 

MR.    LMsC^;:      Right. 

MR.   iJjr.i.-HY:      IJcv»,   I   assuv.::i   fv-oTU   tliio    r-Tid   froiii  rjoir^ 
other  niv:ut?:3   I  hav2   cczn  do-;n   th-2:<:e  that   thr*   n'^.m::!  pirocic-i-.r-'n 
:  •>    'JO  hr-.v3  ci   'roco.-  .r.  iiiivi'^n  cf  so.-.o  ::crt,    ::itl*.2r   to   th*   Lo*rd   ' 
Director.-   or  tho   r/.cccutivo  Co;  :nitt-3/    ?.iid    choii  hiivc    a  r^solutic 
of   cn.^   ov   tho.-o   Lcdi^s? 

.:r.  LPxt'Ci :      'i';;at   in   c:o>>rc -.t. 

(ro.    yinTi-'r:'::      ti-vl   I    n.Tso   :-:-'..-<.  t.-.-vl    t!'.':*:    '.:!..>    ^:.-..?cui:ivt; 
Cr:;M-:::.^o   c:i   :  ,  ;,'    12    —   r;;f!    X   \;ill  i.i:\rk    thi::    :i;:    r:::>.i::l  i   v'   — 
!       ■=  :  ;i  jiii^.-i.a  Il....uf  ...-:. •..-..  ..r-   iv*novor  ii*-.    oho   d-,v;.~:.  i.-o  .y  . 
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to  was  i3ar!ced  Exhibit  F.)  j 


(Th»2  docuaent  srbov?  re  horrid 


MR.   JIURPHY:      It  32:ys: 

"At  the  request  c£  xaanigciaant  the  Mcnufacturors 

Hanover  Trust  of  K3v;  York  City  v;:is  tlcsignated  an  approvr-d 

depo3iJ-.ory  of  ti^a  barJ:  and  tl.^  requisite  officfsrc  ^^3r^  j 

authorised  and  diracbsd  to  o>:c.=uta  tlia  docc^xsr.t?   ^^CjUilr-id      j 

i 
to  ef  Joctuabo  tliis  iol-i;:ior.3:.i5>.'*  j 

;v3  fcr  ?.3  you  ..v...:^:  .:):=:..-,  is  '-.hat  in  r.ccavjit.::  ;.\>.'l:t.-tlc  •( 
o/  -./hit  happened  -t   '-hc;  :iso::i..j7 

:ni.   I».-ir:CI5:      it  vr.s     r.s   icX  r.3   I  r'.-r.:ii  b?:-. 

I  think  thiit  ^culcl  c^ ,   ycu  !:licv;,    Ju^.i  nor:j=il  t7:.y  of  -Iz.l 

inq  with  tJi^t.      I  don't  r.nc.?  nny  oir-jr  Vusy  yo'a  ccul«2  c:»<il   .-.vth      j 

it  tbr^t  you  -./ould  r.'0.::o   a  ::.v'c^^  -.izr.    z'rc   :.rp::ovi:l  of    .h-2    .-■•.::; cuti 

Ccr.Tinittee. 

MR.   KURPIIY:      Ifc  s.-.ys :       'At  the  request  of  x.cn.ac -^-.anc" 

«;ho   is  inanKcar.'.onc? 

:'R.   LAIiC^:      :i3ll,    'cI*.-?  rar.tiugn.r.^ivt  I  uould   :i.sj'r.!0    .rould 

1 
bj    i-.h-    j:r2.-«:Liv3   cc'icj.cn   o-    •-.••.c   or.r.?: .  I 

■ir.   Clo*'-:".  .-.li   •.•!i:7    r.hc    c:;i%"£   ... .j.r,u'cii^.   ocfir*.-   cJ   t'li      ! 

tr..    >;   Ki.i*      2o   _.c..   .'-.ixov;    .!v:*:r.f::r   yoii  v.'jTO   c.-.i    '^f    -ztv*      • 
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account  at  Mannanny  acwUp.lly  '.fcis  opcr.':.3,   what     ar.oun^? 

riR.   LANCE:      Ko,    I  doii't.     That  was  handled  by  ths 
boys  v;ho  do  that  sort  cS  thiiig.      It  may  have  b^sii  prior  to  that; 
it  may  have  bssn  ciftar  '-ha':.   Z  r.:^13.y  don' I:  I-Jiow. 

im.   r!Ur;l?:iY :     v:o  ht.vc   an  iiidiciition  tliat   clxd   czocxrrt 
\:£is  opsnad  in  the  urcir.vt  of  $250,000  shortly  before  that  r^rola- 
tion  x:as  accepted. 

i'iH.    r.JSiruC:?:      rvorii    ^r,    1S75,   records   of   the   Kr.tioTial 
y.zmk  of  Goorgla.     Vhc  v.i^c»:.;^.^  of  ::r.nh.'i-.iny  I   thirxl:   r«:fl:jci:   it  \:.- - 
op'^n  scTT-etintc  in  ::.=iy. 

MR.    LAirCt):      :r.>il,    I  ^-ould  aGGii?-.2   r-.hcrft   rscorc.-:   .-.o-'c:*      j 

I 

for  wh.-.:.— .tjivrjs   anci    ch.-.r?  '.i-iSf  of  cci-.rco^   biirsr.  r.p-::ov?r.  jiji^j jc'-.    -cj 
that   caUin.j   pl--C2.  | 

i 

ra,   IiUr<~i:Y:      '.r^llr    i:-.  '.*:'.s   cp*r.:2:i,    in   rjiy  ftv^-u'^, 
appro::iu:at2ly  tvro  ..'.c-vLha  bcTora  the   loan  trcnsadiion  »ras  cloc(»d 

'Jcre  you  awars  that  the   account  had  been,  cru-u-^.l? 

■A'ti.   TjKvJCv::      I  iiiu  ::u?:3   it  '.as   in  the  normal  cnniss  — 
I  didn't   ^--alc^s  viha   disc*:  -.vj)  ^.hsr::  or  anything  of  that   -li-pa.      I 
€»jr>jL'T^i    it  w!:i:   !i:i.""l?.v:d   ii,   >ho    ior;n:'l   process   of   op^nii^g   on 
r.ccov.i: ,    t2c,i;irr   to    ijt.ublijj;   ?.  co;:-M5:pci'.vo;ib  r^laliiorijliio. 

r::^.   itURl'ir':      yo^ilA  ^.'C-j  have   boon   a-vD.re   of   tlia   ai:.aant 
oT  th2   ;iccount7 

illl.   v,;v:c:::      X   nnllv   can*'?:  .:vy   thvl:  I    wou.ld  hr.Vi  J:72n.   j 
■/  don't —  ycu  T.iic; 
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20 

I  may  have  been  told  of  the  o^acuni:  of  the  depc^i'c.      I 
may  have  seen  it  on  the  sheet  or,  you:sicw,  soKiethiag  of   thcit 
type. 

I  an  sure  that  I  had  ecc^ss  to  the  knowledge  which  hcS 
been  given  to  me.      Eui  I  dcii't  knew  specifically  tliat  I  vcis 
av;ars  that  we  had  cpaned  an  ?:cccur.t  in  .•ny  specific  ersoirnt. 

MR.   IIunPiiY:     Do  ycu  ::oT.r  .b^r  discussing  the  oponiig  cf 
the  account  or  the  a.r.ovi\t  vith   r.r.ybody  at  Natioyial  Eonk  of 
Gvjorgic? 

MR.   L^VilCEi     "33,   I  \;oul '   naturally  talk  about  tlie   fact 
that  when  v.*e  '.;3ra  going  to  be   fi~i2lii:iiV5  a  sale  fitli  Fin.ir.cial 

General,   ve  v^ov.lcl  Le   l-r/:i/.T  aL   ''.::■     !':-:.--j::::nd-nt  rcl;:>i=!3hip     | 

I 
'xjx'>:n  Kanui-cCturor.  j 

I 
I 
MR.    :'7J:*::'iV'.      :":o  liiU   ^oa   L;^l;:  ^  ich? 

rin.  Uvlic:-'.:  Jr-.T.  Dickccn,  King  Cleveland. 

MR.  jruRPir/:      Uo'.y  about  Bill  Green? 

MR.   IwVr:C2:      I  '.-culd  hz.v :   :.o  ch'.cT:  and  see  iilznt  ti:;2  Hi  LI 

CcTino  v/ifch   Vhe  banic.      I  clon^t  b:;iiGV3  lie  v.r;   there. 

M^.    L:.rcr::      i.e.  '^:.  ::t  p{:::c\cvX..r  ^:i:n:s. 
VJaynci  proL^r.bly  ::.o.;j,    out   I   — 
r:^.    ^lUi^rrrO:^.:      I  dcn't  ri^vi.ll    -mctly. 

Mil.    r.r»;  C*:;.     •:   h=i?.i:rrri    :.  •  va.i    5.n  S  jpV.^T'jai:  ol:  Orlicb?;/ 
--    '-)":">.     '...:.?.  ',\2   C'T.ro   1..    "'.^   hr. :'." ,    -o   "'.'   f^.iCr.' z  •l.ic::r..:-:    it.   '..it;; 
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MR.MUnPIIY:      He/  cibout   either  Mr.    Steirbl-r  or  lir.  • 
Patlllo? 

MR.      LA?iCS:      ioll,  Mr.   Storoblsr  was   a  ra3Ti>ar  of  the 
ExecutivG  Couiniittee,   so  Iia  voulc;  hiva  b25n  involved.      I  don't 
know,  ycu  have  a  lot  of  ccnveraaticn^/  you  hava  a  let  oC  ciscuc 
sions  with  a  lot  of  pacpla  udr.cr  those  circuir»3tc:ncc3 ,    ^ad  it  ir..?.y 
xvell  have  been  discuscscl  viti:  Mr.   ?«tillo. 

Specifically/    r.la;:  vas   invoivscl   in  r.cct  of    ch2  c.iscur;- 
sions   and   I  don't  kr.cw  -.;h-t'.:cr  -..•^  dl3.':;iSC3rl   r:p-icif ically  ^ith 
him  or  not. 

MR.   I'^RPKY:     Tvlien  th2  Itvscutivo  Co^jnittee  voted  upon 
the  resolution  to  f!esign?.t3   Ifs-icvar  r.s  depository,  \:er'2  th-2y 
avara   of  your  nagctiaticr.s? 

:iR.   LAirCi::      '/cs,    cir. 

?4:^.   MJRPHY:     The  record    jl'.cwri  that  Vr.e   r.cccuat   ;.T3 
increased  on  J;me   27,    1575,   to  an  arcviit  of  $932,000    ^nd  oi 
June    30,    1975,    to  en   rjaornt  of  $2,717,000. 

Were  you  tv/cre  of   bhcjs   incraas^s? 

I'ii^.    ijAiiCE:     Clarify  th.it.      'ZhrJ:  v-cs    -he  ccr*:?2n;3 citing 
b.:2l.v,-»ce   ncccur.b   in  the  4<-;i- i-r-citurors  Kmov'^r  Trust  v.-<»  cire    talki\ 
aboil  w? 

Mil.   -lOJTiPirf:      nicht. 

HR.    ij'.NCr::      X   cn^  r.o-  .5\ir.3   I   ?ollc>7  '^ha*^  vc.  -raid. 

IIP..    l:i:TMrii'^i'7:      In  otlij^r  v'ord:^ ,    uh^   iTjG'c    'croun^  .In         | 

,..      ^      .  .  ,  .       .,  ,         ..      .   .  i 

'■  ■iiu^.'.c.:r.:rci-3   h:^.;ov  ?••:  r..'.::-:    :'.n::r.  aj^c-.   oy   Vitc    -.loiMlr.    ci  :-•;   :Jr  ; 
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bi.:,   r.yrytl.y  on  tlit   OliLcj —   ir.or.-i  suu    uC  t/.ic-:.:'.   :.c;cc:.:it   r.'^c'cr.tL:. 

riK.  •lir.i:;r.<\':      ".r-c   27,    l'-?:.    it  -m:;    .1  v;cr€r.recl  to 
'?93j.  ,85G  and   cr.  June   Zr^,    IVVS,.    b:t:.t  sc  .c   ncrrnuat  \7V.z   increased 
forth-r  to  $2,7X7,^307 

HR.   L?j;CE:     Will,   I  doii't  kr.o;?  abou'-  thn  incrc-'f  on 
Juno   27::h.      1  vould  i;c:::ii:uj  that  \.a£;  n  ;7G::r.--2    purt  of  clcr::.-.-^-  \ 
OiT  soT.c thing  of   that  typ^  \:.i.\ch  h'a::i.jr.c'-ui-crc  h.-ivo  cicarfc.J 
itcras   for  us. 

I  ai5sur.2,   ?r*d  Ale;:  will  ).c.v:.  to  rcj-pcnd  tc  thir.  bocr*:.' 
he  handled  the   cloainc;,   I  vould  cirr.-r-.;-  thr-t  tha   locji  proccads  of 
ity  loap  trcinsaction  vent  chrorigh  'c'vj.  t"}:.-;  n:.v::o\-.nt   for  collw-cfcien 
cjiQ  the   thing  thiitt  th?  J  i::.:t  Unci  c>  :  1  Ci'iy,  PiiiCLnciel  Central, 
becciULc    the  b«;:ik  co?.15i::e:   m11  thi  t-Cv'-i-s^  ^^'c:.    Mr.   StoMllrr. 
Mr.    Patil3o,   ar.d   the   oi;:  :  "  i—"- 'c    '"-i^-'   '•''■'^-  CJ:;cui:Fcr.=r.U. 

riR.    MUnPui:      Oi.I.cj:;   ,'.v^   v:.  ii.h    U:-    $.'>.. 7  r.-.iilion 
Eiigut  I'd  proasKds  of  th;.   locvii  — 

lin,   EMITH:     Ycu  hr.Tre  r!r.   I.znc*  •.   sl  bit  at  a  c.isadvr.ntcgc 
ciuot.i.tir    fro.n  r^-coi-ai  Nr  1;  .:j    '1  cC-oPr    -:•..': -jn't  h::vr  Lsfore  hifp.. 

iJOT:*-   you    ■■>-".    •.   -.-■    r. -:".'..   i:'^  c:.!   thr.t  record  too? 

MR.  L7vi:CE:  \:.,rx\  1  .-.v.  oayix^r  is  this,  tlie  closing  date 
v:e  icet  in  the  Beard  T.oc:?  of  th2  I'.r.z:  ci.cil  hzS.i  of  Georgia  to 
clcso.  the  }.cans,  Mr.  Lsdth  i-saocicilr::;  a'e/.  Mills  handled 
my  relationship  vrith  ricvcfactiircrc  K::r^ovGr;  thst  r.oncy  I  a:n 
sure  went  through  tlir^t  account  for  credit  to  the  Federal  R3car\-c 
Dciak —  v:h3t   I   S£kid  vras   that  v:e  rr:2t   in   the  Koard   kocji  of  the 
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31 
National  Baiik  cf  Georgia  to  coir.plets  i:h:2  sale  zxid  purchase  of 
the  stock  of  Pi^iancial  Gsncral;   ^hat  J.lm  Dickcoii  ct  th^  ••Tatior.al 
Bank  of  c;2orgia  colloctGd  the  ir.oney  from  Mr.   SteirJbl^r  and  Mr. 
Patillo  and  ths  other  purchasers,   and  I  vonld  assima  thai;  the 
loan  proco3(23  of  r.;y  ^cr3onal  lorji  went  ijito   tliG   account  cit 
Manufactur-srs  lIsTiOV^r  lor  credit  to  thG  Katio.ial   2cs:nl^  of  Gacroii: 
that  that  money  subiecfj.an'cly  './as  probcibly  ro'-itad  throve,"    -^-J 
Federal   Hesorvc  B?_n':  of  Atlant.^   to   ^hs  Teclcral   Pcjcrr/!*  ij:vi.7:  oU      [ 
New  Yorl:   to  put  crcuit  and   -dvj.ca   ;-.o  the  Firs*:  uc.tioi?.!  Ci':v  I3r.  , 
of  K2v;  Yor!;   for  oa^■!.'.r•i^::   cf    li^e   loin  vJ'r^t   ihr=y  '.ir.lJ   ?.i:  <i!;:2  n.i:.o 
of  Pini'u-.cinl  Genoral  3nn!c  rjlixro-: . 

I  dor.'t   t::icu  ti?2^*.  that  was  <z*i7i  prccssG,    hu-;   I   ciiilix?-: 
that  is  right. 

ilR.    '6iir:x"0:      ::r.    I,,?:;c^2,    I  she:;  you   ?.  dncuac^t  th.it  w 
obtained   from  the  records  of  t>.2  I^ational  Dsu?.I:   of  Georgia,   -v.-.iich 
is  tha  gsr.^ral   ledgor  shsct  of  your  deposit  with  Manufacliuirers 
Hanover;  G. 

(Tiie  rIocur.iont  abov3  rcforri^d 
to  wa:3  markod  Exhibit  G.) 

Mi"i.    ^irnT:;-):      Thi'j   ro"lr2jtr:,    ill  I  xr.7.    tV^  f-.pril    )0 ,    3  9 
bal^nco  of   C25Q,000,      l-^   thr.'c  corrzcl;?      (IlL22:dir-g  Jocuv.v-r.t  'zo 
v/itiiosL:) 

?'*.:>. l:vi res :    v.'i-.-i'i  cLtv? 

•in.    3;:R"i\'0:      April   ?,    137"3. 
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'  MR.    SSKIKO:      $250,000. 

^  MR.   LANCE:      Okay. 

^  MR.   SERinO:     Ycur  icsn  ?iid  prrci?.»-?s  ware  laaJa  on  Jun? 

^  30,   .1975,   end  ir»y  undGrstaiiriing   is  thau  it  •.  =is:   -ii  fact  p-sscd 

^  through  your  account  and  l^ft  a  balance —  was  pa/sssrl  through    cl.i 

6  Nciticnal  Bank  of  Gaorgia's   corrcipcir.Tant     sccount   in  !;rir.ufactvirars 

7.  Ksnovcr,   but  ths  feet  in   t!\i';   'ilicy  ^o  i;ot:   irZer.tif y   i»;  jc^cificci].- 

8  Xy  in  the   dsbits  snd   crs-lits.      It  ?.--.2i:?.:»ct3   :i1gc,   docs   It  liOu,    ;;h2c 

9  July   1,    1975,   a  balance   of   :i 2, 2 -13,702.735      X   tliin^t  yn— .*   Icc-n  di. 

10  go   ;iIiro-.-ch   that   iicco;-tr.t. 

11  MR.    Lr\:!Ci;:      ihiit  -./culu  bi    .■■/   3:3.7cllv^ctioTi   of   it,    be- 

12  cr.ujvi   thzt      3u'.c:  \'Z    -;-.r      ..-.-Ty  v-'.y  to  ZcjkJ.  <.:i.<:h   it.   7  ..J   I    .c-r- 

13  tainly  -..-oriici   not  tliitv:    ;:l:-..i:^  '.;C:=:    s'ly  l:r.p:::>.->*ricty  in   'i.\c.^.  n   a 

14  Ti\2z::iz   or:    ^^\2  bi^ik  ccllo-:i:i..o'    -i"-^   -•.-jv^/    io.  r.ay    j;ii2   Tir^t  fr.liior.a.' 

15  Ci cy  riL->?;.      Diun*'-  doal  •,;i^.h  it  o^-    :i    ;cr::2Cpcr.t.";ant  rvtjr.ticnshrp 
1G  and   I   aasunia   that   iy    --.h^  V7r.y   it  -7.13  h:4r.cl?.c<1- 
17  j\r,'pi:i,   rir.    •:?ic!*.::on  w:-.:^V:r.  it   -In  normal  prccjr^::. 
10                              ^''^•^-    "tiSHvo:'::      i:::c'.-(r2  ir.a.-    v on  told  Mr.    LcJicg   that  was 

19  a   J:rr.  :.i  ,iipt  o^  your  .'laponit.      rh.it   ic  a    transcript   of   the   dspoi 

20  o^   ii  :    I.r^tiouv.l    GaAi':    of   r^^o:-r;ii:? 

£1 

22  •■'"•   '•'-^'''^••lY:      .ir.    L.mcr. ,    I  i. -arlc   l:L:..:.r  II   w.ictacr  intorr-:il 

'•.  .'.1   «.iv.  -        i.u   ard'.o   ::o';-jrv:id 
to  ;.?:::   .    '-■■    a   ••:-:bib^>    W) 
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MR.   r^URPIiY:      It  says:        ITV-icnal     2a:tk   o2  Csorgia  haii 
ssked   that  Hanufacturcrs  Hauovsr  call  d.2ily  snd  give   the  balance 
to  —  I  asE'-una  a  dark  or  a  tsllar  r.t  l.TG. 

VfSra  you  avrare    that  tl'.3  azcour.t,   the  balanc3     v/o;i^<3 
b3  nior^i^-ored  daily  this  way? 

rir..  LArXS:  V.o,  I  '.'as  not.  I  i33urJ3d  that  is  Gcn!3 thi: 
Mr.  Dickson  did  in  relationship  to  his  op3ration,  ccrrc  =  poi::''.eat 
bala»iC3S. 

MR,   f-uJRI?}iY:      W;at  cort  of  2:y3fc.^?»  ciid  you  heva   for 
keeping  track  of  the   pjuount  of  that  account? 

Hov;  of ian  tfculd  you  h«   inforn^d  as  to  v:h^.t  tha  bal- 
^ice — ■ 

311-..    J-T'.MCG:      Hew  cfc':;n  '.rould  yon  bc5   inf C5.*r.::'\? 

?irv.   rfUaPK'f:      Ycr.,   •./hat  the   -jrtlCxnccj  -./a:;? 

MR.  r.AKCE:  I  dcii*t  kncv;  th-t  I  was  evor  snecif  i  ^ally 
infoL..;3d  about  tha  balance,  Mr. Murphy.  I  v/as  net  intcirastsd  in 
that  a-roct  of  it. 

I  say  daily  3tat-~~nt5  that  scT.v-c5.F.^»^;  had  a  breaxiown 
of  cor.rv-.iponf^'snt  baic-r.ccs ,    3C-i?':i7»;ci-  did   not.      But  nc'^cdy    In^ 
fciT.:'  re    caiv.'.:   xTar. '.1^7   to  i. -:   iiad  F.r:\'±ix^   th3   ba.laaca    at 
'->.-;iv:c';u-^.i:-    ;•:    -iMV,    thn^;,   or   cnc   o;:hc;r. 

I  v;ai:n't  :l:itercriTtod  or  concGir/*_d  about  it,   a:;c2*.it  as 
it   ::^l-:'-.Cu   to  thr;   cv-»-.:r.l.l   opocation   cC   >!'.«   n.itic  viX    -J.^n':   ol  j 

G'.or^;;-' .1,   v.hich  vasiT'/^rir   ths  dir'^ctl-^n   cT   /!::.    Dicliror.,  I 
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34 

each  month,  but  any  ones  will  ccrva  to  illuatrato  '.;hat  I  en  tal?:- 
ing  cibout. 

(The  docvuuant  abov3  refarrad 
to  V7as  ra?.rk2d  Erdiibit  I.) 
KR.   MURPHY:     Thi.3  ono   i3   Cor  Jua2   1977.  ?.g  you  ccn  sc\: 
it  hc3  the  average  gross  bclcnce   for   oh-s  r:o;ith,  subtracts  tho  . 
float  r.i-.c'.  hG3  the  avamga  collec'-^d  bwilance.      {Iiidicii*:iRg) 

Ov.;r  h'sm  wrr^   t'l."*   tcin-i   i:'^:o  :l♦:••^b^Jr3   2cr  tha  !;;cnl:r.  of 
June   1977.      (Kanding  docu-v.cnt  to  vitv.nss) 

MR.   irjRPHY:      It   th^i:  caACili^t.::;   th2  oo.-t  to  ?'an«5vcti:r 
Hanov-r  or:   runiing   j:.\-.^.jcc;:icn:j   tircugh   the  sccouiri.      ?ihit   is   -M 
vol:r::.3.      That   :l3   thG   colloc'jr.cl  bclrr.co   rc^qtiir^d  to  r..?-it    th?  pric!: 
o2  rvL-n.lif.'g  ^hac  vol:-..".3   t"-::ci-.rli   rs-"-'    l-.hct   isj  th.i   ',:^.:o  n-i'b^r^   Tvl^.i:- 
p5.iad    to  gst  thit  nuruba;:? 

f;n.    X-AliCE:      Yn^.  j 

liR.   libT.r'iriT:      "i:  ccH;;n*t   'jI-cv  or.    cnis  x»^i*»"i'-'-^-?~   Jhaot^i 
b'.it  if  this  co.lu-m  is  adacd  no  r.-icl  thop.  c»ibtr?^tGd   from  tha  avarj- 
a'j'o  lv.l?.;ioj,    it  <ji\y.z   in   r^fi'cct    ul;-:    frnr:  b.7.1:*iv::5   at  :ia".linr..r/. 

•i.';«-:33   an    ^\r,ir  ^;   Jcr   cr  /..     .o  ■•":    (7.:i'-i.*.c.:iciiig)    end   th/»r, 
r/w   th^    r/Ottc-i    --.:':    ::Ko   avocr.-jj    rigu:;..-^;    Jcr  -':'.:_:  y*»ar. 

r.-ia   aa   I   rcic.d   it,    r.ccc!rc;5  ng   ho  "rpx-jactur  jrc '    o:;n 


calcu'^ 


fr^r    :::: 


:J-Oi;r. ,    ::i. »   ccll-:;ct::d   b*l-".-inn   a.':  ::.--Ji.\r/ny   1'3.;g    tuair  ccc->.  i 

■:i  j';*:   ::<>  z'jhr;    in    '.075,   './r^Gn    •:;:.•   ciccCTt   '..'.'.3    op'^iT^'I,  ! 
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$5G6,000,      batii   of  thosa  bsing  ovar  the  20  percsnt  balEnr:^    thnt 
tliay  had  refsrrsfl  to  in  their  n^.enoranda . 

In  1977  ».;h::n  your  loan  vras  r.ovcd  to  Chicago,   thiit  usnt 
^o\m,  the  averaga  3o  fni:  for  1977  was  $129,0 CO   ar.d  tha  avcii^'c^o 
■£or  tha   last  four  ncni-.hs,   -ir.rc!!   throucfh  Jv:i3  of   1S77,   is; 
actually  minus   50 . 

In  oi:i-2T  '-oTia,    .-i.*  \-.  liov  it  is  costing,   c::co.vf.5r.v    to 
Mcnhcnny*s      intG:mal   r4  3.-;c»ii\ci:v/   byrrte-r..    tochnic  ill".'  .-icctii;?    ::::<;:•*. 
mon^y  to  r.i^intc:ir    tha  I'ln* mJ.  Bank  of  ^eorrgia  account. 

MR.   HEIK'»f7I?:      Ycu  -.u-iarst-.nd  thnss  arx*  r'anhr.iinv *  ^5 
calculatio.is  ,not  o»i;:s . 

MR.   SMITH:     .i.iy  T  GC-.-.-?nt  brcTore  Mr.   Lsnca  ansv-^-.i 
that,  r'r.   riurphy,   ho  you   thi::?;  ycu   -.r:j  being  f^ntirely   fa\r  '..ith 
Mr.    I    -1C2  ^  l^.r^n  ycu   crce  p.ot   :?!;c-;ing  ri>n  tl-.c2   »-\ioie  pis'.ij'rs    :./«: 
iVunc? 

As  you  v/ell  knov?,   in  the   first  of   1077,    .^-htrz  of    :hoiJ3 
Cuncis  '.-irc    trsricrcrra:!  to  a  trading    iccovr.t  :iad  Ii.v,o   you   ~*'^t 
got  th«  b.-il«?.ice  of   tho    zrsCi  \q   cccouat  v/i:!:  M«;-i;:c:nn/   tljcc   -lo  ;*i 
pl=^cc   on  Ji'ivJ —  V7hich  '-rou'.i?    liios*  th?.w  tho  b?.lc-i!ces   ac'iir  ri  :. 
ti-.ncv'.;    loan  *i,zi:   /r'j.'.^rjvr:  1 ,   •.'.•. in  ycu   -7  ,-rr?gc.*-'^   tha   t'./o,    rc-'::;.2i    hi- 2 
3^.r.c   .-in    -h  •;y   hr'l   bc^>a  bslrcj:;. 

'ou  iiiiow    ^.ha?:,   f'on't  you? 

>::'..    I-.-;.  "..'(Y;      .'o;    *:'^ ,    Gil".   t'..nt  ;.'.-^  <;-v»'t.      ll;'5t   1.;   ?art| 

•  4'.    :  ...'      :    ':      Tiy  '..a   arc   •..oro    i-cd.iy.  I 
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MR.   LANCE:      I!ov/  did  ycu  gat  the  other  records  and 
didn't  get  that,  Mr.   Murphy? 

MR.   SMITH:      Thisis  a  procasding  that  dooan't  fi'c 
nsafcly  into  any  bac>: jrouni  of  trial  worh  or  anything  sloa,   ao-- 

MR.   HEiriiVuN:     Min2  eithar. 

MR.  SMITH:  So  I  'loii't  Hncv  hov  to  procsad.  Bvit  I 
vrould  like  to  put  in  cvid^ncs  jig  itcn  J,  which  is  r^i  accov:x>: 
analysis  for  the  month  of  June  and  attachr.c  to  it — 

HK.    HSIhAfFK:      J«.;na  which  year? 

HR.   SMITH:      June   1977,   ciicure  wc,    r^vid  a  balance   anr.iy<J 
oi!  tha   trading  account  of  lir.G,   ?:ation?.l  Brnk  of  Gcorcria,    for 
that  3c.-;o    aont!;.      A::a   this   r'lrj-   th^t   for  January   of    1977   ^h-2 
year   ind   ;v.on'-h   in  vhic^   .'r.    I,.-  :---3    lorn  -^:^   rotC.n-^.O. 

T'.io   r.v^sraT'J  collcccct.i  br.l.rica  en   ?:hG  corr,:.':p-r.'-'»:*-t 
ac'.o'aii^  '..-aG   $9r.n,fiC0,   and   average  hrlanca  en  the   trav.int.f  3jrcca;'.t 
wa^:   $1:^1,000,   %rtiich   aigrccjated  mor-i   than    ::hQ  balance    in   zl.i 
pr-'-lov::   .re  ^^!.. 

('i"'.:T  "iccui'.ant   sbcvs   v"5~~;rrr?d 

to    ':•.;  :T;:;i.:;ra  ^;:hihlt     J.) 
Hr..    ;.U''    r./:      T.?    "o   U:..  :/     ^-i.J   ^    c\t   ca^.'iain   •..••:»   1. •.■/";    {rot 

.:*-.  i;-.    -  :cnr:]      -.-.v   I'.-V.    a  •-tc.".j-.1  : .::   -v.':.      Duv    T  ha-i   not   ••^cI.'^    ':  i"» 

.-ro.;-).-  :iGcn   tJiat   ycu   -.\2'T -;;•■? s •-.:'!. 

:::7.    c;:iiV:i:      £     ir.  h-yolrc;    .^\    -.r.^  .lot    ;:ryiv.g    to    --'c.: 

I' ' .    ".  ui-,r:    i,i':n   .:i-.p.-_  a :,::■. '.'j    n;\'';:c.-.U'.*.  ^ 
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37 

1  MR.    SrJlT:!:      :;hen  in  feet  your  racorda  sr.c::  that  1:3  not 

2  tho  case. 
So  far  it  hc.s  bssn  iiii  eritreroaly  fair  inquiry  and  I 

hope   it  will  continua   that  v/ay. 

MR.   lESir-^Jv;::!:     I  '.-rir-nt  to  assuroyou  of  ona  t];ing,  tho 
reason  ve  have    taikcn   *:I.ls   r.ppioach^  which  is  an  inquiry,   is 
to  make  siire  that  eva :•.->* tiii-.ig  is  uncovsrcd,   so  that  r^jiything  thn 
\ra  don't  r-riio;/  ccn     b;i  brought  to  oui"  .-^tontion  so   'c'r.yit  ^:'2  c«-n 
calculate  that   in. 

Any  irLformr.tion  that  nay  havo   socri^^d  our  riotic.^   Ccr 
the  tin's  parioJ  —  withiii  th?  tiroa   -^ariod  that  has  bp-tn  placo»l 
on  us   is    chst   v^znov.  --ft   vro  '.i^ro   z.rjd   X   cm  csricln  that  va 
c«i  — 

ill?.    *?i:iTri:      X   v.cc-.-tpb    Lhr.t  and    'chi  x^:  yo;-.       Ti  >»c  a    us 
at  a  bi\7  diaaclvant-r.we   in  th^t  cur  rrccrc.s   c.r^   s::':i:i:r:tly   liT-iceo 
and  yours   I   think  are   rathor  couipletc   and  thorou^-i.      So   i:lie 
onus  on  being  ccrcplete  v.-ith  all  racords   ha 3  got  to  fc2  on  jcur 
dapar'niior.t,   Mr.    Hei^nv.nn,   because  you  havo  all  tho   rscoris    frea 
both   b;;p.ks   and  %c  don't. 

•-:x».  hi:  I :;.•::;.•!:     vcp. 

»ii-:.    CKt-.Ai^TO:      If  j'ou   air.-*  *-?>.y  o.:i!'.-^x-  i.'^cord.^,   JUr.    iiiwi*^., 
that  wiil   hj.\p  v.c    rr.d  ci -LijCy  aiiy  of    r-.lio  r.i.-jt •:•;.;.■:   that  «/2  hava 
mi. ted   o,:  -./ill   ;--ii:;i   in   Lhc    future,   va   i;oi2l»l     ,->:•  roc  late*  yoir 
r..jiy..uL:I:i;-iCj    ::hc.i.i   tc   u-j . 

:1H.    ;!  iTii::       T.   •..•'.11   :'ho\/  yon    >•   :y..-»i  •>    T   '-cvl-    co';    is 
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has  baftii  ov.r   cv:«toin  all  along. 

I  don't  hv/s  much.      I  doii't  havs    :ur/ thing  ycu  rloii*\: 
have.      You  ha^'c   a  lot  more  than  I  have. 

TIIC  WITNESS:     Tha  trading  accoiint  t.-c>2   .\uthori::Gd  ho.ia- 
time   in  Januciry  of   1977,   as  I  •Jxi5.3r;5-:r.nd   it.    lU  vas  autl^crijsd 
I  gu3ss.  '7ay:i3,   by  the   ;'.3c;ion?il  Offica   so?^.Gti:->e    iu  Daco.rbar. 

MU.   HEIILVm:   1:5   that  ths  oi-ig.lD      sccount? 

MR.    L?^;C2:      Appeals. 

r-lTu    ?.u5!iT0N:      l3   this   in  coiio^ictic^n  with  Vn?   §10  ♦sii- 
lion  that  was   alloC'ntcd   ior  trading  '^\^.w:i^oHZ:'A  ir*  U.S.  c:o  ,cr:.r.ont ' 
under  tf:e   origin  ?.rrar»cje,:,=nt? 

•in.    l?v::iiTC:;:      :;:  ich  J;  73   ?;c;:n  ci.oon:i.u:j'i   .:c::? 

li.>.    i-TMCliz      Yc\:  -./ill   hcvo    to    uoll  !;.•.«    -iiioa':    ;:1:-.:.       £ 
don't  i:iio«/. 

'.•.l:ct  I  am  rcupondiiig  to  tho  cuccticn  is  y^r:  c:.r  cho:;  • 
bal'iriC-GS  ai'.d  r.^rvic-L ::  in  Mict  arss,  tii'-y  .-.r^  ra  vjroa'i  ov  ::..  u^:?^ 
than  p^rhcip-j   «vh.?.t  tii-jy  •..:!:':?   the    "noi-.r.h   b-afcrs, 

loo":i.:'g   r.t    :>c   .r.,co:cI:: .       /ov  "tJ*   n.  li.va!:    .:  "zcc'c   locu   i.i  ;_.::•..• 

':\\-?.\-z   i?.   roT^rc-wcs   i:.    ch.i    tiZ':   to   ^    ?.0    po-rcint   con.pr.i:  ;al;i  /.    tal-:|C-s 

i 

:-.'ji»-.<T  n:-jr;t.-i:;;:d  by   thi   »;-i;:ional   -3  u:.':   of   'T  :or«ri .::. 
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MR.   MURPKY:      Then  in   fact,   according   to  >?cinhnn\iy ' s 

ovm  internal  accovLnting  record.^,   that  balance  vis  kr.?.ijitain3c», 

that  is  the  National  Danli  of  GGorgla  had  an  accovint  i^  ?;rmao.r.j-.jf 

j 
that  laft  a  balance  a.^tsr  the  cost  of  the  cccc-jiit^t-i-fsri  s'-ibtrcc'.c. 

equal  to  or  greatsr  than  tha  20  parcant  that  %fi3  in  the  loin 

facility.     P.nd  in  t^y  o;m  visvx,  we  have  got  no  choice  with  thor.^i 

circunstsices  but  to  refer  the  case  to  the  Attorney  General 

under  the  theory  that  is   \t\  t'no:;©  bcinlcing  ciiroulars,   Bxiking  C:  r 

cular  Nuol^r   31  and  su?ple-.T.-2nt,   and  i£  ycu  -sli  Ccin  tell  r.3 

other^/ise,   I  v.-ould  surely  be  g.lad  to  hear  it. 

MR.   LANCE:      I  would  hope  ».;3  have  told  you  cthGL-»A-is,2 , 

Mr.   rturphy.      I  had  no  pr«-r.rr?.r»g\:d  cjra2V;jut  with  .•laiiuJrc.turorc 

Hai\over  about  coi.'.-jei:Sciuinc:   os-l—ic^s.      I  thirilw   if  you  -.-.iil    ^li.'vi'!.    t 

I 
into   xh-i   ccrvicr»n   v.hir..:   ^u-\\  !.?.v'-    .  >*    ....•;.': i en i'cl   ':hr.t  .   •'j.::-.  T-'.-ci  v- 

Ilanovcr  reiide\"3d   to   the   Hu'ciou'^l   Drci':   of  C^org.ia,   that   it   i.r.  ^•». 

obvious   that  the  Rational  Dau^v  olfS^orgia  recsivvid  aorvf.coc   *...i- 

de::ed   ^or  any  balincs   tJiat  it  I-cd  wich  r%^gurd  to  tlis   iion.al   rt».i» 

tionsitip. 

Wow,    IS   I  unc2:;rst:and   ic,    ai^^l  '.clMt  scire   at'^orn-^y   in 

•/CUT  oZJii-o   Jvi:.2    wl::it  r.ii:-    dJ   '.lie   c-i':?riu    lico  was    I-.hat   it   had 

to  b-3  ;-:o.:..:j   nort:  of   .-iv.Met'.o  »rt    l.'zr.x).,   alict  int^^rzst  ratts,    ana 

ihat   uort  ox   thincjf.      .iy   iiit Uirc-'":  rVco  va3   a  i.i;ir!c.it  rr.fco.      I 

thii2>    t'.Vif:   hi;:   r;r;.:ii    "2ll   C'--.t-.ablIjh2ci .      I    Jc*-l*^-   thir.k    Vi?  ;>.*-»    i.J 

•Ty  c'n-.i.-.io:i  ..:oor.c    i::..-|.:.      X    v.hi.-ih    Vii?.i  ',:Vori---.hi~:7  -/i-J:    ••^y\:rd 

?:o    L'i\:c   tr   ;?:  ^<-: ::  -:•    ^  .•';    ^*:   i  jlc:-:Jc-.i.:r Ap    Lo  v>  ?tI:Jir   5/L    .'-;        »  .;c. 
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loan  based  upon  prior  tixpiirior.ca,  br»=2d  upon  collataral,  baaed 
upon  interest  rats, and  it  vas  not  bacod  in  fact  on  any  sort  of 
compensating  balance. 

Have  you  talked  to  the  pscple  at  Marufaofcurers  Hroiovc- 

about  it? 

MR.   HEICIlAJiM:      Lit  cia  explivin  cur  problem  j;ts.:  so  you 
undsrotand  that. 

Manufactursrs  IICLncier  is  a  ntato  cli^rtered  institution 

KR.   UvKCE:      I   ULn.-^-rst.rr.d. 

I 
MR.   iI2irJ-.l~:?:      We  dc'.i't  hiv:   t>.o   right    to  sp^ax  v.-fch 

tlicm  directly.     V;e  ruuct  o© — 

M^,   LrtliCE:      Ycu  hav-3   roc   ':hjir   roccrcs,    tiicv/^h. 

! 

:-i!c.    ♦lEX/IT.ir.T:      '.'e  ;riu:=;t  go  tlirougli   imnrrr^diarias.      W^ 
nuct   :;o   thrcurh  tha   rrsrulalior  thit  hci?    Jia   ricfl»t  to  tal!t   to   fcliji.! 
;vnd  there  Core  r.«st  cisk  thjl:-:  cocr.  r-acion,  \f?iir:h  rsqui.ves,    r..?   yo 
can  understand,  more  peopl-a  t;stci:ig  i-r/olv^d   in  t!\a  cct. 

Wa  hc.ve  besn  ve-y  diligept   in   tryi/»g  to  h^ep   thi-s 
entire   inqtiiry  as  ci'.iet  .?aid   as   cciitaiiied   as  ',5or:sibl3,   bJ^ca^ise 
i*:  voL-.?.d  hr.vo  b.'3cn  ijrccnly  unf?.ir   ir.   cur   opinion    ':.o   '"Vr^ir"    it 
I'lzzvi:  f   cilfj-:i!.>s    it   in    --ly   ••■^/''. 

W2   tV.or2roi-^   p:.- J  *r.".:L'i:d   to    .;::?.I;   riiilXy  v/ith  yoa   firni 
tc   find   ou';   \/>.^t   it    37.   v.::j    .-illy  ..:>.ojJ«^"l  b*   /:i:s!.ii:ig  ria:iu_':ic;tJrr<^rrj 
K.^r^'/.r    in  own    Tct;.^  --,•:   **r".'\>r.    ''"''•     v   t^-;^    •  tf»   cth  »r  vi'iy    \rouiv 

'•»^-    LAI>;\::::      nn.i'w  y.'.:    •■.•••->    it  -..'cv.7.i!   Lo   cily    crvii:    !or 
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in  this  regard? 

MR.  KEIMfiiriJ:  We  are  going  to  be  very  fair. 

MR.  L/iNCE:   Do  you  thin!:  it  woulci  be  fair  in  thi-.t 
regard? 

MR.  HEIM^.MN:   I  will  have  to  chsck  with  the  Icvryers  tw 
mjjce  sure  that  the  process  is  correct. 

MR.  SERIKO:  Mr.  Lance,  may  I  ask  a  question,  hiivc-  ycr 
or  any  of  your  representatives  spoken  to  Mr.  Bruce  Brough;:3x  or 
Miss  Betsy  Jo  Viener  within  the  last  two  weeks  concerning  thin 
case? 

MR.L7iIlCE:   Yes,  I  have  spo?:cn  to  Bruce  Eroisgham  enc\ 
also  Betsy  Viener.   I  told  thew  Mr.  Smith  would  bs  in  to;ich  wjtl 
them  after  talJiing  to  Kr.  Minsr. 

MR.  SERIKO:   VThat  discussion  did  you  have? 

MR.  U.KCE:   Just  Kr.  Smith  \:cl3   going  to  be  in  toacli 
with  them,  he  v.'ss  going  to  talk  to  them. 

I  tol<?.  Truce, i-ou  knew,  he  clrecdy  knew  you  were  look- 
ing into  the  matter. 

MR.  SERIIvO:  VJould  you  like  to  relate  to  us  the  statc- 
msnts  that  they  mads  concerning  the  transaction? 

KR.  LAKCE:   I  think  it  would  be  appropriate  for  Mr. 
Smith.   He  talked  to  them  at  so;ne  great  length,  and  Mr.  Fracier, 
on  the  telf:phcne. 

MR.  SMITH:   First  of  all,  I  am  troubled  by  a  coidn:?nt 
that  Mr. Murphy  made  just  now.   It  is  pretty  difficult  for  me  to 
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understand  how  the  judga,   jury,  and  prosocucor  is  the  soin* 
parson . 

Mr.   Murphy  says  it  Icc'cs   like  to  him  that  undsr  this 
ruling  of   1970,  he  has      got  to  turn  this  over  to  the  Justice 
Department.      And  hs  is  th3  or.3  ua!-cing  tha  decision,   one  dci.no 
the  prosecuting,   and  ono  nz-king  ths  jury  spsach. 

MR.   HSItUuSM:     ri*iy  I   interrupt  thare?     I   thirJ:  Mr. 
Murphy  s?.id  that  was   in  his  vicvj.     'Stis  drjcinion  is  not — 

im.    Si^ITHt      H2   i3   tr.G   r.i'iicy  Co::.ptroll.-»:u-. 

MR.    nEi:L"U'^:iv      Tlic   iZ2c:.?ic\,    t!ov72Vci*,    is   vzzt^ti   rich 
the  Comptroller. 

MR.  SMITH:   I  zn   glnd  to  hear  thr^t. 

Th3   -.ruling   I:h' ^  --o-.'   just  xj:2szr-i'2  to  states   in   I-ct 
prccl.^.'2ly  as   folic;:-:      '•'.'.ij-.vi    tl'.D    ^^icv.3  cc. .cnytr-tc   c  clcr."^   -'*-tr; 
Kant  to  t!>e  bnl:,    th7:c   \z   '.c    ilis  ;:^C,   f-\C  a  v":oncc:aitar-t  b^ncfio 
to  i\rs  office,   the  duty  ^..cuid  co/^ti\-u'.:2—  of  ti;s  Oopart •'.cil* 
wouici  constitute  a  bi*'^£ch   of  a   Irirluciary  duty. 

*     So   that  you  west   necida   if  ycu  tiro  going   to  wa'ze   your 
dwicislon     ycu  hove  r.otiir.  th:.h    Vaciro   is   a.  clo./.r  df.'t:.ir.2'.\ :  to  KBG, 
ciT'l   1  clear  b.3r.ci;ii:    'co   "ijri    \:~r.c^ ,    bv-/:oi'j    'zlricc:    is    any*  i.nro- 
priot/  h?.'"r2   at  .ill. 

J^iid  you  !:-:*;.;   'jot   :r.^■^li:   c.vic!.-riCa  ho):^    c:i:    zhr:  .•>:•. ir-r.^ly 
ccTMc-t-i   •;:2rvt:^::   n-J    :.ici<^   -r::/i-:.n    chat  vcro   r::r  lov.i.i    :.y 
ch-j   .'.^•.i\;J:u-::»i:-.-ro   ?!nnr.'/-?r    !.n  I-JJC,    :;.^rv-'.co.-3    l:.c;v:  './or.^    :.r '-..-.1.1/ 
••" /.'.  Vj  :••    ••^J    ij   in   i  j  :   rr.  ^i*-.;-. Ion   r.-.-    r.   'r^-u-.v. 
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I 

So  that  th^re   ic   ji'"^';o.TiiLc)y  uo  c:lvcr  rhc- irg  ol  oi. 
abnence   of  a  quid  pro  cjuo  to  ',*7sG  Tor  .IwC  rT.^3.a«:5.orir:hip  -.vi  v>i 
I:cnufoc'curcrs  Kiinovcr,   lir.ii  that   is  the  ess^}!.-;'::  of  thin  prcblom. 

How  let  ir,e  si\y  thic,   I   r.w  troubled  too  that  ycu  havp 
not  talked  to  the  p£cp3'^  xritti  v^icu  ha  iictcciatod  his  deal  at 
Manufacturers . 

I  have  talliGd  to  botii   of  the\ti  ejiteusrivcly  end  thoy 
will  tell  you  that  there  vr-s  no  laciiitidn  cf  corrospcndiag  bal- 
ances, no  mention  of  20  psrcciut  bst"::cit:n  Esrt  I#cr.ce  eivl  Mr.   Bruca 
Broughcm.      You  vyill  fine  frcn  tht   letter  cf  ccrjra.tE\s.iit  that  thi3 
vTomaHf   Betsy  Jo,  didn't  talk  to  R^rt  L2incc;   she  V7i-ot2  the  cci.jait 
mcnt   le-?:ter.      She  ;r>:o>v^  up   the.>c  r-anor. ,   but  sho  iic-V;22-   icili:;,*! 
to  Basrt  Lor.cc-. 

iiGrt  Lsnc^-  clc:*?t  T;i-h  Briic:a  Erovcyhein  in  negstiiiuing  hi 
lo?.n  Gnd  she  znys  up-?^quivcc:r.!,ly;  r^id  he  is  an  honest  nan,  one 
of  th&  Tuozt  hc;i33t  people  I  have  evsr  seen,  ho  Ccuinot  lio  —  in 
ftct,  tiidt  is  o.ie  of  hi?  probler-s,  h3  c-xnnot  lie,  he  can't  cvevx 
tell  a  friendly  lie,  a  vrhi;:?  lie  —  if  he  dce^^n't  like  the  v;ay  I 
look  toai;y,  he  will  toll  :.&.  :-o.  Kt  said  unequivocally  he  never 
discussed  a  compensating  brlence- 

It  in   true  it  v^as   anticipated  thsra  v?ould  be  a 
relationship  bst^./aen  the  tvc  b-nks  and  there  is  absolutely  nothii 
improper  about  tl-iat  and  we  have  no  apologies,  to  make  about  shift- 
ing the  account  from  First  Katioaal  City  v/ith  \vhciri  I  kno\c  for  a 
fact  the  bank  was  not  entirely  happy,   over  tc  Manufacturers 


Digitized  by 


Google 


1 

2 

3 
4 
5 
6 
7 
0 

10 
11 
12 
13 
14 
15 
16 
17 
10 
10 
20 
21 
22 
23 
24 
25 


1050 


v:itv.  who:u  l-o.Tc  Liinco,   who  v.owj!  1-2   r::;»'.i!>fj    -h-;   bi;i»h,   licJ    a 

3o:4tj    Mjid  hcppy  rclatior.rlJ.-.i.      V;'^^;^i:^J    ir-.prrpc::.  i 

lin.    Lr.IXi::      Thir.  v'c:r   L-frw-i   I   caTia   on   tho   sc-iu.   -.;V^o      | 
Katior*al  Dai\k  of  Gcorc-ic. 

15R.   srilTil:     lioUing  iwproviii:.     Tetclly  appro;  rir.  to 
thit  the  banking  rolc.tior.ihir  i:hc.i;.o  l>o  chctr-^jcd  to  n  Uzulz  \-?M, 
when  V3  ho.ve  a  hcppy  r-latio  ::;hi.r?  ar.cl  i;»rccr.al  kaowicugfi ,    und        [ 
it   iK   approprintG  also  that  \:3  chculO   trsjiryZzr  c*nr  corrorponif nt 
relatioiichip  away   fron.  tliji  b:;a:;  Uuxt  handled   it  for  ?inc::>c:i£J. 
General,   because  of  our  divorce   froii*  them. 

7vnd   it  is   also  ccr..plGtsly  appropriate  and  ncr;T:r.l   ar»d 
ii?;ovc  boara  thr.t  Mr.    L:v.-,o  xould  clr    ^   ri»  o!5r>  with  hit:   iTrv:  .v5r. 
ir.  Wc'-  Voi->:  v'.^r.  hv  v.-nU"""    .:o  r.ahu  hi-    lo.  « r    totally—  i/*.  '-Ir^ 
to  be?   M^r.dr-jci   of   t^brv.v:   th'i-., 

/Mid  v;hr.r  yr.u   r.  2S   th.-  .   vra  cot  ncrvicus   rerclir-vc"*,    vajt 
t-jjicsz   —      if     yov    -::  -ir/.o  '.-.h:*   provjit   of   sei-vicoL    thaV 
t-riviufa^^jvcrs  gi.vc  ITvC,   yo"  \:.ill   ner    jhat  its   relationshi-.-> 
\.aulc-    SC-!   ■■:   alone. 

^nen  you  c.i:z,:.ii.^  Ecrt  Lci.*cc*r»    loiiir  hero   ic  a  naa  vho 
;  paid  $50C,00C   in   interest   bo  thcit  hw^-    over  the  last  year  end 
a-hair  i-.T.'l  who  gave  a  ccliateral  ax-:!    M.fa   iRFurar.cc  well  r.-cxcd 
i  ig  tha  braanc2  due  when  you  aggro^c-te   the   two,    it  well  cxcccdcc; 
It  wr.B  c  hard,    tough   Iccn  tV-.-jv  pat   en  hin.      Ar*d  the   conditions 
of  the   loan   in  no  way,   evan  in  th^--   i;.ter-of f ica  ncrao  that  you 
found,   pat  do-.ni   a  rsquirci.-cnt   for  cc.rii^snr.atir.g  balances. 

I!ow   let  c/i  tell  you  al"«oui'   the  cG?^psncating  balanscc. 
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You  would  find  this  out  if  ycu  talked  to  Mice  Vienor  end  Fr. 
Broughcun.   Broughcro  states  Bert  and  I  did  not  talk  cibout  ccr.v 
penssting  balances,  but  v7G  were  old  friends  aiid  I  had  ev^ry 
anticipation  that  there  v7ould  result  in  a  long  and  happy  rclatioi 
ship  betx;cen  NBG  and  Mcmufacturera  Kanover  after  Bert  tooJ:  con- 
trol of  the  bank.   He  said  I  had  every  reason  to  c::p2.ct  tliat. 
We  were  old  friends  and  I  expected  him  to  —  as  he  had  done  in 
the  past,  to  do  business  with  Manufacturers. 

No  agreement  V7as  made  with  re^jard  to  co-mpensating 
balances  and  he  v^ill  tell  you  that. 

Now,  anticipating  there  v/ould  ba  a  correspondent  re- 
lationship and  measuring  the  services  that  would  be  requircc  as 
their  main  and  primary  correspondent.  Miss  Viener  cc^iputad  tliat 
the  balances  that  would  be  necessary  to  h2indle  the  clearings, 
to  handle  federal  funds,  to  do  the  other  services,  would  be 
an  ainount  that  v/ould  at  least  i-f^al   20  percent  of  his  loan. 

There  was  no  agreement.   ICe  can't  help  it  what  they  pi 
on  the  internal  p€.perj3  that  they  anticipate  the  balance  will 
be.   But  it  was  er.pressly  not  a  condition  of  tha  loan  in  their 
oi^Ti  internal  paper  and  it  is  nowhere  mentioned  in  the  written 
coiniaitir.sr.t  letter  from  Manufacturers  to  Mr.  Lance. 

MR.  SERINO:  VJhen  you  spoke  to  Mr.  Brougham,  Mr. 
Smith,  did  he  shov?  you  the  copy  of  the  paper? 

MR.  SMITH:  I  haven't  seen  him  in  person,  talked  to 
him  only  on  the  telephone. 
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KR.    SERIHO:      Did  .^'.:    in:'5cr.tr-    co  you   t'.iat   tl:  .ix    Vi:i:   thin 
uoriP.  in  the  l-Airi.l  Z'Cth  wc;.iorrii'ZUiuV 

i:r;.    CiriTiI:      lis  diG  not.   Cii  the   fi-rst  tijii:.   I    cl?.'.:oci  tn 
hirn,   hs  die  not. 

I  don't   chink  he  hne-.?  abcufc  it  at  that  tiwo,    I   ci«  not 

sure .  I 

•» 
He  told  mo,   fchougii-  of  his   loa-i, frl'^rashin  ;dL-T4   >5»r: 

and  ths  bv.GiriOss  he  had  done   in  Calhoun.      K-2    ccld  v.:-i  he  h-:ci 

spsnt  Kany  a  day  in  Calhoun  hiii^elf.      Thoy  cvei:  :;c:.i  pr-cplc  to 

Calhoun     to  find  out  hov  Dart  opsrcitcd. 

ISanufacturers  to  Calhoun,   under',  an  analcgovs  iiicnaticr.- 
hs  said  bG   h-r.d  grc^t  conficrnc:-.   ii,  r.3rc  I-ljicv  md  vrc:;ited   to  ge'* 
involved  with  him  v;hsn  ho  crAi-.od   control  of.  13'>  cic  hie   corcrrcia- 
pondcnt-      ile   cmticipatec  it  vro^ila  bo  a  very  good  busincsc   rela- 
tionship for  Manufacturers   ajid  hs   felt  that  they  could  render 
E  very  good  servica  to  KEG,   v;hich  in   fact  they  have,   and  w2iich 
they  continue   to  do. 

They  are  still  our  L.r.in  corrcspoiiilsiit  in  Nev/  Ycri:. 

Kc'.'.'  let  :iu»  say  this,  W2  hc=.ve  chancjad  cor.-r^spoiiccut 
banks   in  Nev?  York  since  I  have  bsen  involved  in  UBG  more   tlicn 
once.      V?c  ru^•a^   a  cAange — 

Hr..   LJ'.ncn:      l.et  ir.e  make  Oiie  coivir.snt,    if  I  raay 
iiiterrupt  what  you  arc  saying. 

KR.    SMITH:      You  ciay. 

KR.    LANCE:      In  relationship  to  the  overall  relat5.onG*ul 
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47 
with  Manufacturer. 

Again,   in  the  intarsst  of  fairness  */hich  I  know  that 
you  ara. 

.    MR.   ^EI^4A^'N:      Passionately. 

MR.   LAtTCZ:      I  know  that.      And  your  reputation  pre- 
cedes you.     find  I  happen  to  thinJc  that  I  have  that  sort  of  repi 
tation, 

MR.   HEIfLViTN:      You  do,   sir. 

MR.   LAKCE:      I   cpsr.t  27  y.3ars  in  tha  l^aiikinry  bu.>i:i^C3 
trying  to  help  cocanunities  grow,  develop,   davelopsd  rcpu-iacicn — 
ws  have  had  problems  ycu  are  fatniliar  with  in  reading  the  report 
if  ws  vers  exclvisivc  in  that  regard  in  fchie  ccuiitry  your  job 
irould  be  v.sry,   very  easy  b'jcr.uae  vou  -jould  only  havif  V3   to 
worry  about.      I  tlilr:!:  you  I'T.ve  o'ch^r  circiin'.strincas  end  othir 
situations  that  are  likevjice  in  relationship  to  the  banking  area^. 
But  I  have  a  reputation  to  preserve  and   I   ihink  it  is  a  good 
one,   emd  it  is  one  of  fairness.     ?*nd  I  thinJc  in  fairness   to  laa, 
that  for  you  to  get  the  records  of  the  Manufao^isrers  transaction 
throu<;',i  th'»     Soate  3.?ai::ing  D;ip.?.rt!i'.rnt   in  I'cv;  YoirH   sjic!   r.oi  p*:.rsu:: 
a  di.-j::ui:r:i'ja  with  t'i3  -^^lopT::  \:]\o  ••roJ'::   thj  niarnoj;   and  vho  r.v.i^e   th 
loan  is  not  tocnlly  wit'.:in  tlia   coi-.Cc^pi  of   i;airr--a.i   in  th-j  proce^ 
3ocau~e,   as  you  well  r;no-.;,    if   ycj     <jo  thaaJ   md  n'.a];e  the  deci- 
sion to  re  for  it  to  J:»3tice  without  lo.viiig  clo".-2   that.,  then  they 
will  hav2  their  oppo::tuiiity.  bat  I  v/ill  be   the  subject  of  r^v.ch 
focu3   Oiid  v.uch  i\<;.':cr»civin   in   the  prcc2r;s  bifcr*    t'^.at  taV.es"  pliic:^. 
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And  thcit  v/ill  be  vary  prejudicial  toward  Bsrt  Lanes. 

?«ow,  if  tiiat  is  what  anybody  wants,  you  know,  that  is3 
what  ycu  will  get  in  the  prcceso. 

No-r/,  X  feel  ccTipslltid  tc  tell  you,  say  that  to  yon 
Very  freinkly,  very  dir'Satly,  b^ccuss  I  thin3c  it  is  that  sort  cf 
circumstance,   that  sort  of  situation. 

If  you  will   let  ir.3  finish. 

MR.  SMITIi:  Go  rig'.it  cl-icujil,  Bert.  I  ojn  net  trying  to 
stop  you.     You  go  right  c.hcr.l. 

HR.   LAIICS:     Very  quickly,   I  thinJ:  that  the  people   it 
Manufacturers  nanov.-sr  ara  people  o^  honesty  and  int.sgrity   and 
fairness.     You  rsc-ul-sitt'iU   th-;.rs  when  you  v.£;re  ilucerintondaat  of 
the  3ani:s   in  vm-a  York.      I  t>jin};  you  ;?ould  cgrea   to   t^iZt. 

■1?..   !i3:»:M/. ;?:>?:      I  c.^r thinly  -ould. 

MR.   LAJTCE:      I  think  they  -:.ould  be  totally  cooperative 
in  sitting  do-.#n  with  any  of  your  representatives,   even  though 
that  might  be  cutsi'io  the  ncnaal  purview  and  would  enable  you 
to  ntrJce   a  batter  judc/Thjnt  abo-j>   tlie  circunatcnce. 

I  don't    feel    the>:3   is  any  r;'.crit  to  the   chj».::ge   of  h'tivir/'r 
i'.^-.-»d  cc  ..p.iv>^^.tiiig  hz.lr.nc2   io.   chin   or  miy  othi'r  c.-i:e .      ?vri-2   I 
uhirik   uhat    i;i    .zr.'*   ov:^rall    jici^nstc^v.on ,    that   it  wonlrl  only  be 
fair  nir-CG   thcra    j.j   en   inct^rnc;   laoir.c   i»iVGl/.»fi   ir.  a  c.^jcifi^ 
nu:nb  .L-,    I    -.ihinjr    thc.h   vdu      o».,ht   to   ijlnd   out  whc<i:    ^.>t';':o    J3r»-icc:- 
'..'•-re    c'i^t    .-r^rG   rr^iio oirs'l,   \:l:r/z   >.hj    •:ol?..!ioi.nr«ip  v;**:,  •.I-ct  i.-.y 
ro:r'.v  >-i;-.\o:\  % .- Lh  7!::.    •Jroi^'ji- .vi      :::;    in  V7.<^\-':>    'co   the    ?-c.- .-.,    Ir. 
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49 
order  to  be  fair  about  all  ths  asyoct^  oi  i;-..   And  I  sinpl/  say 
that  in  the  hopes  1  hopa  ycu  would  ckp'yc<^r^.'jl\  it  frou  that 
viewpoint. 

I  hava  no  r^accz  to  ihin!-:  otlr^ryise  that  you  ?;oulc!n*t. 

MR.  SMITH:     I  ess.  sur^  th'zy  vould  be  glad  to  cotmq  c^otvn 
here  and  talk  to  you. 

MR.   XtANCE:     I  tlii.ik  iixidar  thoc'5  circumstances  thsy 
would. 

MfJ.   HEIMAMN:     Ta  •   only  "thing  I  am  intercated  in    :-2i-?.<j 
is  objective. 

HR.L:AN??32t     I  UL:::3rjtaiid. 

MR.   SESIiTO:      In  thst  rsTPvd..  Mr.   Lanca  end  Mr.    S.nilh, 
wa  wcnld  b*  hr.^py  for  yz:-.   co    :v'«.nit  to  cs   r^\y  indiv.rr.L-aT-s     'jic 
migiit  hci'/5   in£cr*n!Ltlc:\  '-c;i»  .triiiiig  ti*ii;   Iircnrccwion   wi.c:-  yo'i 
thinic  va   ought  to  be    csll^iiug  to,   that  -/ouJ.d  bi  cble    >o  sh-r:'. 
somt*  light  on  the  transaction. 

MR.   SMITH:     VJ^ll,   th-j  key,   tha  only  issue,   the  only 
issua  is  '.Mother  or  :ioi:  Dori  Lance  used  l*LG  funds  iinp.vopcrly. 
That  is   the   raal,   or.ly  isjio.     .ind  t»:*  only  people  that 
i'.r.oii  j^bcwt  t':'.2    wjr.-::  oi:  ;\'.-,   ."Jo^i-i  Or:*   .*•'•.«  'rolabicnahij;  b=t::'!'27i 
f?i2G    -:'d   --    cii^  u:rl-"i  j-^-or l.-i    v:h;%t  'axo'v   *:h^r:;   facts,   ralar-icnchip 
l;;jc'.c-:n  VZ'^  :-nd  M-~a->c.t*- •:>r.r ir*:  or^^  Mr.   Broiighcn  and  this  Miss 
Vi2nor,   ar.d  wnybG  Mr.   Jc.nki.is.      r.nd  :c  had^  no  of.portunlliy  tc 
invit2  tlicii'X  or  .jubccnr.r   t!'ea.      I  rc»:liy  'lidn't  knc;  tha  r.:i<'.i:}:^ 
Ok   O.ir.   aori-.-^.-irmca    Lui.^  ...r.-iln:..      *\nd   1'   'ij.da^t  kiXO'-;  i  •:   v;c:^ 
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50 
going  to  ba  nearly  this  formal.  I  thought  it  vjould  be  a  con- 
versation with  the  Comptroller  and  sciinebody  from  Justice,  ^ind 
one  or  two  others.   I  didn't  realize  it  would  be  an  interroga- 
tion with  witnesses.  And  that  is  all  right.   I  don't  obj3ct  to 
that. 

So  we  didn't  con;e  pr^psrsd  to  bring  witr.2sr.2s  ar.2  I 
haven't  had  an  opportunity  bo  gat  theso  people  dcv.-n  her'2.  Tut 
they  v;ould  be  glad  to  do  so.  ibid  I  trirJi  they  woald  ba  glad  to 

I 

tall;  to  you  on  tho   tcl-aphcr.'*     this  nor^iiig  or  naybe  jump  en  th-*  j 
train  or  plane   and  coi::s  do«-A  this  afternoon. 

MR.   IIEIMAHN:      I  vculd   lihe  to  suhe  a  con-njent  about 
process  if  I  may,   sir,   just  so  it  is  perfectly  clear. 

We  have  been   iiifoi-.:2.i  by  a  nu:nber  of  Cor.grw^jiioiial    2c-i 
laittees   that  ragardlsnc   of  ^hrU  thic  Dcpor^inent   5c2c;   or  dci^ 
not  do,   they  are  going  to  hold  a  hsaring  on  our  process.     Th;2y 
have  a  perfect  right  to  do  that.      It  is  certainly  witliin  tht»ir 
purview. 

Thsrefore  t.'e  are   totrilly  ar*^   thoroughly  dsniroutj   of 
hrviny  an   -ccurata   rr^cord  of  all  of   cag   Zacc3,   all   in  cne  plpoe, 
to  be  ucne   at  cr.o   tiiio.      Dcjcmiic-  v.hcih  I   rjn  t-srribly    if  raid   of, 
b^.'cau^^o   I  do   thiiiT^    it  rcvld  b2  I^crribly  i>ro;-j'Jic.1.al,    i^    J:o 
»''.ddrcje    'ii'iis   ';o'::al   prcblon:   in  hita   na'i  3nc:tcho:i  -.*hich  voulci  only 
prolong   it,   •.•ha-i'/i..*   it   ic,    ar.ci   lir.    c-.r.ribly   pvysj-'.cHci  :»1    co 
y.c,   Lcncn.      It   is   bound   to  bo   if   ±l:   Ic   c,i-3   c.T   info:.7T;nt.i-a.i 
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the  story  being  told  at  ons  time. 

Part  of  th3  reason  for  having  a  forinalizail  proceaa  ia 
tha  absolute     advance  sursty  that  the  Congress  will  went  to  be 
apprised  of  that  aiid  sac  v;hat  happens  end  !ici7  it  huppanGd. 
And  properly  oo.     Thct  is  T/ithin  t^oir  —  psrfsctly  v/ithiii  their 
purview . 

MR,  mrCE:     And  that  is  prcpor  end   I  wantGd  you  to  do 
it  that  way,   so  there   is  no  question. 

MR.  ESmANrI:      So  you  undorstond. 

MR.   LANCE:      I  viaxrt  to  get  through  and  I  know  you  do, 
too . 

MR.    K2IHAi!:T:      I  kncv  ycu  -./cOit    co  gc';  '•'hrough   it  r:».ore 
than  I  do  —  but  rot  by  much  r.cro. 

MH.LMICE:      I  uncl-rjt-Tid   th^t. 

I  wanted  to  ha  rid  of  it,  you  know. 

I  am  in  a  position  v/hore  it  nseds  to  ha  resolvad.  I 
want  it  resolved  as  soon  as  possible.  Ihave  no  fear  about  the 
Justice  Dopartwiant  Icor^i'.^g  into  it.  Ycu  >.itov7,  thay  can  lonk 
into  it  all  they  waixt  to  frcre  tha  stridoclkic  of  being  tried 
bafcrohr.r.d  in  22Zoc\.  I  thiiLC  tluit  is  v'.-.at  -/ill  happen  i^  you 
go  *]i'2cid  end  do  that  v;it:io'i':  tr.lking  to  >IvC:>2  j-rsoole  th.it  hav.i 
got   —  hav3  tho  ansvor  or  tha  corroboration. 

?m.   inJIirir-'s      L-:t  .rs   cj-.y   a  -rovd.      VJC:   ii^.y  -.'^ll   be    tal.:ifiv 
vrlth   the   pocplc.      That  will  not  he  vrhat  vc  -ocually  do. 

U'jnr.lly  uru   irivcr.iC:?.*,^"'^ '--*»»   ^.ith   auyV.cdv  oM:::i-i;-2   tho   b?ji;  .    ^ha 
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Dep^uTtTiiant:  of  Justice  said  cha  FBI,  v/e  aro  all  awara  of  the  spe- 
cial circv>?  Jtcincss  hsra,  ar.a  that  indeed  is  why  we  oslzefL  ycrz  to 
corns  over  this  nioming. 

MR.   LAUCE:      Sure. 

MR.   tJURPHY:     This  pfccaoding  in  tioclf  is  very  cnu3u;ii 
for  ns. 

i«JR.   L?uNCS:     3c u  X  just  think  that  un'I^r  the  circt-.;- 
staRC3S.-    thr.t   it  inight  give   yoii  battoir  gwlfiaiica   as   to   fchj   re?  at"' 
ship  bstwaan  :■.?  and  Mr nu fa c tutors  Hanovsr  if  you  or  your  ot»-olo 
talked  to  those  folhs  who  \:ozq  involved. 

MR.   IICIKA^^K:      rar.t  '..-a  v.n'5Grstand . 

H?.     L"vNCE:      T-Vic:   I   jost  thin;:   in   the-   intar^c::  ol    :air- 
ness — 

Mr..    i:L:i:?;i:r.':      "..:>  v.-^   have   .z.:.\^::YSr.c:  ulco? 

I  v:int   to  di.icn.3n   ^or.:3t}\ing  3lr.3  but  not  on  titis  »nj»t— 
ter  if  I  ::  ny . 

i-lR.   ITUnFHY:    I  have   a  couple   of   thingc,   too. 

r:n.    SERINO:      I  -jnzi  va.uc  to  .^tay   on  th  ■   quactioa  of 
M;:.    -''.rour/'.i -:t».,    if  .1  '.^"^ly,    rcr  one  n^wript. 

C'i'.^.l.^  ycu    r.-.-ll  ;...-?,    ::•;.    ..i..ir.r::?,    ».  ::ac   -riocv-.s' n.>3   *. '-u  'mil 
wich   hill    -.  I  1   . 'irt   sp.-ci  ; "»  ;  .11/   yo;i     :r.i"    ::"      '-'O-it?  j 

:.^.    I.XC*"^:      '5i^  1 -ixioal^  /  V3   tal'.rd   jbcvt    -r'lia     :? 'cux-  I 

c-TT-^I  f-   ■/ i  J  :--.!. v/,    '-    _-c;u:v.--l  hjs   call,      /".nd  ho   sr.-M    >'- -  :    in      j 
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53  . 

i 

compcnsatdlng  balancsa.     Th:it  sat  out  the  tarns   cf  the*   loan, 
8t  cetera. 

Wq  nevsr  had  any  convsrsation  about  that. 

HR.  SIIITK:     Trsre  you  talking  about  the  convarsaticn 
Mr.   Lance  had  with  Hr.   Eroughara  '.vhsn  he  first  negotiated? 

MR.   SERINO:     Within  the  laist  week. 

MR.  LAMCE:     Within  tiie   last  vreak. 

I'lR.   SMITH:     vraen  Itr.   Lance  called  5r.o  and  toid  i?.e  he 
i/as   Invited  to  this  Iioaririg,   I   •ic-:ad  him- -.;ho  the  p::c.">la  './sr^   st 
Manufacturers  that  hc2   :i3goti?.t=;^l  wilh  and  called   •!>?:>•    up: 
before  tliey  vjould  siiid  us  any  ii.foraation  or  yi\-e  a^  r.uch   i iZor- 
r'.ation  at  all,  h<-   -.■.-jitnd  t:::prvCo  talepi  c-.:'.   aj-p.-wcval   y.:jcu.  Dirt 
Lant  I: . 

I'll:.   r.'ji:?:i7:      ?-i:Oi.i:-:jr. 

MR.    HEIMm:lT;      Proper. 

MR.    SHITIf:        Ke  said   tri-ar*.    l-j   no  -niotc\Icing  Ber-L'j 
voice  over  the  phoiis.     'vlicn  I  hear  hi?r-/   I     vii3   know  it  is  It  2. 

Then  he  sent  do-.m  a  few  documants  \rhich  I  have  here 
and  v;hich  I  vill  be  «jj.3.d  to  put  in  ox-idence,    they  being  the  con\- 
snitir.Giit  j.Qz.'z-2r  v:I*ic'i'.  hz.i   clr^icicly  b^c:i.  put  i:i  — 

::t\,  i.a.;~;li:   ah  ri^'^::. 

:Vti.   G'AZ'i'li-.      —  tl'.e  :io::»   ihcilJ:    3r   loan  at?:*-----^!*^  • 
wcc-.tvii;'!     :aot2    'ir.d   c;rr.i-::r.t2'?. 

iiR.   riyKPZ:Y:      './^  ha^-a    bl'.G    .^ote. 

.'•»n,    o.-xiv;i;    IV.   i;ju"-.   nivr.  in. 


98'440O-n-pt.2.44 


Digitized  by 


Google 


1 

2 

9 

4 
5 
6 

7 

a 

9 

10 

n 

12 


1060 


54 

MR.   IIURPirY:      Lottsr  X. 

(The  docuinant  eibovo  referred 
t3  '■:€L3  nurked  Sxhibit  R.) 
MR.   SMITH:      Scicurcd  note  datod  June  30,   1975,   in  favor 
of  Manufacturars  Hanovai:  Trust  Ccnpcny  and  signad  by  Bert  Lanco 
and  LaBallo  L^ncn. 

MR.   SEHIKOt     V.'.sre  vere  you  vhan  you  sigrtsd   that:  note? 
no  you  have  an^"  rcccll^ccicn,  rir.   '.zzicz? 
Wore  you  ia  N'ow  York? 
MS.   LAMCE:      Wo,    7.  vcLn   in  .".ilanic. 

MR.   &M11'H:      T  vcx'.lu   li::j    zo   iji'^rsduco  a  racord  or   in- 
^0*0?^^.  rev;.v:ntr  by  L^::t  T^o.ir.?  ru^. ir.-*  ^Ji  r.^c/Te^-ito  pc.i-;=siit   of 

of 


,,      scr.=    s:?S,O0O. 
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(liiG  -.locur-ir-I:  cbove  rafiirr-.-d 
to  -.-as  ra-ir:;ed  Srhibit  I..} 
V.R.   rivsT?::;:     T^^-  is   t!".?  o-ily  c^py  ycu  have  of   L2ukfc. 
:Tv.   .-rrrvH:      ''*..-,    w:~t  ir    :.V2    rn.ly  cap/  I  hrrva  of   tha^. 
";   .v  ^  \:"?   >-'*'^    --:'.;■.-.    1    r^r-ipts   th-rt   tl,^   Dark 
*"  .-;.'•..    :  J.    I  v"*  ic " ,     ■  ^    *-.-■:.      t  cc%:'c  Tiiiov  :*ti^:-r'   t--:?y 

:  7.    .     1   .V.*:       *".'  .     -     -1    ~r.   il.i   rcllu^^r*!  ci    tlv?    Icrs 
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'  I  think  the   record  ought  tp  show,  though^   that  the 

^  collateral   for  this   lean  \:us     140,110  shares,  of  National  B-mk 

^  of  Georgia,   at  that  tiae  vnlue  cf  appro:;iiratoly  $17  a  shrira. 

^  Ma.   LAHCB:      More  than  that. 

5  fiR.   SHrCTKr     At  Icist  $17  a  shsi\'. .      And  8,375  chares 

^  of  the  Calhouii  First  ^'ationul  Sank,  which  had  just  bean  sold 

7  public  at  $25   a  share,   cmd  :>GHO,000   oZ   li\e  ins»i::r.iiC3  or,  23rt 

^  Lcince. 

^  "       "   "flR.    KEiriAM*!:      'i^hj  note   ioself  hr.n    ^ig   ijiiC.rcG   lisr-isd. 

10  MR.    LANCE:      Right. 

11  MS.   SViZTU:      Tlie    life  insuranca   isn't  listad. 

t2  riR.   LANCE:      T-id  I  believs  ultirv^tely   Uierc  was  n.oro 

13  life   in^urKricc. 

14  WR.   ^!UR?hYi      I   c.lrn-t  kriO.f  ::3  '..ciild  g^it   i.iCO   Vh--:    col- 
(5  latG3:al«icstion  tcdiiy,   r.o  I  did  net  brine;  -lith  v.-^   ^±.-2   .Vstters. 

16  K^.    SMITH:      Don't  ycu  thirJc   it   is  c::tra!n«ly  r<3 levant 

17  whsthsr   it  is   boiia  fide? 

1C  MH.MIRPHY:     Thar 2  vsre  a  tsries  of  l^tter^,   six  cr 

19  eight   le-tarcs  beginnivic;    in    cho    fall   c£   1975   .ind  ccn^:inulng 

20  tr»ro::gh   1970    from  vc.riouT  oiricnrs   at  H?nrif-.cturr»:rs   ITaiiovor  to 

2t  i*'>^»    Lance,    ::r.yi«ig    ch^t    -h:}   ccllr.t^ral   11;    ir-i:fficient   and   plea:>-; 

22  increase   it . 

23  MR.    T.JM'CE:      And      "!   '?:v:l   a   .lof:   of  'A.i'JCua.Txons    nboi-.t 
2/»  that,   b?:c?.'-':ic    of   our   p-rior.    -t-Tr Jcn- -i\'.:,    ^:hr.t   initial    a'jr-^ori'.-^rit 
25  '••'".>    f.'.ny    ..iri'".    lo::n    00    n. •••:.-; ?i.-,    rT  tl."*   bc:;:';     '-luc    of    .:.v::irir.-l    F 
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1  of  Gaorgia  and  I  didn't  \:zr,t  to  hcva  any  norc  collateral   ^hcn      » 

2  absolutely  necessary/and^;2  h:id  a  lot  of  discussions  abcu^   '^hstt 

3  and  I  don't  ss-a  vliore  that  has   sny  bearing  on  It. 

4  HR.   I'iURPHY:     Ilr.   cxith,   in  anst.'er  to  your  ccir.:v-»nt 

5  that  yc^  made,  ••ra,   of  co\i::zfig  he.v3  ch^sckcd  out  the  colli. t'lrrcl 

6  and  the  interast  rate  and  all  of  th3  ctJier  terws  of.  th2   \'ji-» 

7  The  ona  ?.rsa  './lizr 3  -^ra  hzd  problsrXj ,   tlii  cna  *ca  1:  xy  2 
C       bssn  dlscusci;:*;  this  nicrr.ii-g,   bet  \<3  havs  dona  c»ll  0;?  tlia*:. 

9  liR.   GMiTIi:      ?Grlici.":5   it  \:ould  1:2  hnlpjul   ^.o  ^1^.V3    -ilij 

10       racord  show  tha  collatav-l ,   bccci'isa  our  Irr./  fii:.n  t~«iivjniittr.J 
n        thsa.j   c?*r<:ificatasy   v.hc.JO   i:\zv.rziiz^  p3li'ji:23,    *:o  the 
12       ;ia!:u.'<iC--UL":r3  117:10  •-..:. r ,    ?-:'-  '2  ^:y.  p'r.ctTid   io  ;;*ic--  :.n';o   ■-"..& 
t3        r-'Cf^vci    r.ha  .'•;!••->.-/:   cf   r.Mj   •-:oll.?\:cral     :Iiich   is   r^l-  '.•  li     .0 
^4    '     .r...  ;  r-r   n-:   .lo  •    It   ■.    :    .7  ■i:c:.--    :v-.2   lo-^n. 
^5  .*IR.    Li\XCE:      v.iic"!  ycv.  have  rloiis. 

16  flP..    HEi:4i^>.n:      Gurs,    that  can  be  suLricfc^sd^      car  Mainly. 

fin.   rr^vrr./:      Voa    m-L:   ;>.2X*f3^cly  w*-2lccnia   to  subni'r   i\;. 
^.,'3   ^o  hav2   ir.   th-::    U'l.::^   t.r.::^  sc?.zJh^-3  ths*  coilater2.1   regis  ttsr. 

K.l.    Cr.l'VU:      But  ^l-:!.?    :his   record  h^v.^   it? 

r.\iy  '?j    i.-.:r.:2iriCj;  ic  'ynou?.*:    ::::c'.-. 
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1  Lot  r.G  iiitrcducs  in  evider^cs,  and  I  would  like  to  get 

2  copies  made  of  soncs  of  these,  latter  dated  June  13  to  Manafactu; 

3  Hemovar  from  my  law  fina,  5.nd  copy  of  a  letter  dated  July  let  t<: 

4  Manufacturers  Hanover  froni  rv   law  firm,  which  vould  bs  tho  ne::t 

5  two  nuinbcra,  please,  nei-ara. 

6  Cihe  docvuscnts  abov^  referred 

7  to  were  sharked  E::'.irVi*:s  M 

8  ?r.a  K.) 
MIT.  BJiUT;:  Could  yor*;  ji^irnar-^  zo? 

10  I  'i*^-    SMITH:      For^'-Td5.r»g   li\:i:.2r3,    ens   choi-3    JDrr.ivic'ita 

11  of  stccT?   of  C'llhojTi  irhich  v'^rc  forwardad,    and  the  o\:her  refsra 
22       to  the—  is   cv.r  init\?.l   Xi'r.'civ  to  .'iaunfac;icv-.r';;:.s   adviaii^c; 

13       them  of  our  pci;itio-i  ?.n   '>\.'j   w':^?,o  and  a.rkiiio   for  th^ir   iaccructi;; 
en  hov;    -o  li-ii-als  -^.i:?!  ••;.::    t):ing*. 

You   .:r3     cntiroly  welco;:«2   to  s-2e  thcsci. 
Tho  naxt  rjjmbar  I  vant  to  introduce  will  be   the 
_       --cnipoi-ary  safchc'jpir.g  receipt  with  rcispsct  to  certain  life 
incur.?!iGe  policies,   three  checta   attached  together. 

(Tlia  docament  above  referred 
to  \jf\:i  F;arksd  i:::hibi:;  0."i 
fin.    SfilTrl:      ?»!cl  c-.io.V.ier  isrifnlce Coping   •rsc^r^ipt   for  addi- 
tional  ir.ct;;rr»iice   poiir.rcs  C.'\t.^.'l  Augiu?':   2,    1976. 

(Th'^'  -jO'j*.  :.^:?n^.   jj?oovs  rafcr.vod 
to  •.•77.S  tnar^.cd  E>:hibi';  P.) 
M?,.    r«Mi!'j.'!i:      I.u".^  you  ^o*^  tha*:  Ji-..2   aa^.lyf;.!'^   •;'  .?'•  l:    '' 
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1  showed  you? 

2  i.iR.  irJRPHY:     Yes,. sir,  narked  as   Erfiibit  J. 

3  MR.   SMITH:     The.^  is  J.        'Jhat  will  Stiff  ice.      These 

4  are  Ma^  end  ?.pril,  whicli  ycu  ar^  welccsne  {:o  see,   but  the 

5  last  ozie  is  sufficient. 

6  .  And  I  bsliev-?  i::     refers  to  the  attached  trading 

7  account  statsnent  as  '.;q11. 

8  J-2R.   ^:UR^'^Y:      x*^.:tT2  13   a  trs-ding  accourAt   sC;«iL::v-cr.t: 

9  attached  in  Exhibit  Ix. 

10  M"-   SMITH:      ??s  '.ould  like  to  -ia?»J:e   one   or  'r.:o   v.crc 

It         points  with  regard  to  tlie  corraspcndant  relationship  ;;itli 

12  Manufacturers   zi\d  acr.s  of    z'.-.z  reasons    !:or  its   f  lucu-j.r-cicr.c , 

13  and  also,   I^.D.,   am  I   corri-:t  ••ith  resoact  -iio  ths   CQ:::-LC..^.:'.'.nT^t. 

14  relationGh7.:j>  v/iiih  yir;:'w  :•:.-•  -r-onal  C5.ty? 
Kn.   P?ASISR:      Yvii.   sir. 
MH.   SMITH:      iir.    Prasier  will  co:n..x-at, 
iilt.   FPASIE?.:      In  ccrparing  the  corrsspondenj  r^lr.Zilon 

ship     HDG  hr:d  wijh  21  mover.,    ilid  you  corapars   K3G'»  prGvious   reX? 
tionship  v/i>.h  First  Matiov  'I  Cihy  E,:.i!k? 

l\H.     :•'T^?:IY-   T  :  r.ve  i->o;:  =/ic-r!  no  p^rscnsill:.-. 

I:'?,.    S'^^ni :*0:   •'.'.:•..   Tii-c,  v.-»  .r.''^.    z-:''p-::::.i\rf      tr.s.n. 
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1  MR.  SMITH:  Ycu  should  opaal;  up. 

2  MR.  PRASIER:  v;as  approa:iniately  tha  sams  firacuat, 

3  around  $200,000  diffsranca  in  the  averaga  cbllacbad 

4  balance  for  the  second  s:.::  -nonths  of  1S75,  r'.Lni'.facturoi's 

5  Hanover,  ^1:2  point  bolng  tliat  th-3  corrsspoadcint  ralationship  v^! 

6  balicve  stood  on  their  cv;a.  J 

7  liH.  MURPEYt  Lst  na  cicka  eura  I  unclor:-:^sr.J  «..hr.i:  you  r-re 

8  Gay lag. 

9  >:ou  arc  saying  that  the  arsrags  collects  J  :..'.---.'•*»   at 
10  First  Nationr.1  City  3av:k   for  ths  ITatioiiiil  Bsnic  of  G^-oivia 
13  during  the  spring,   the  firat  3ix  nonths   of   1975,  Kouid  ]\fr-j  b2;j 

12  approximaceiy  $750.-000?  j 

t 

13  Mr..   Pn*,SIER:      !'^2ll,    tliis   is   just  q-'^5.r^z   cliicui.tT    i-ir  i,  ! 

I 

14  so  I  want  *:o  rpc>:r?   3Ui:c»  '.-.m  kiio-:  vm^c  -..o   era    Ul>:^nrr  .-i  cTir.  j 

i 

16  ^^^■''-   ^rJlSi,:?,:      :K>..U;srs  show  in  ch^jclwing  bvj!-;  :J.,.;i   tna 

^^         bMi?:  thac  -h2  av^r'.^i  coiljctsd  bal-ico-   -pcro^:ij.a--ly 

.^         $l.i!  n^ilUon   1,.  r,3:G.,   ^^1-  :ioi..hip  .;A-i  ^-r£;t  National  City 


Bank  and   rpproKir.ately  $1.6  uillic.^  ^;DG•3   r^la::ion::hip  vith 
Manuf acti.r^ro  H,?nov:5i: . 


IS 
20 

21  I  '•'^-    Sii:i^-i:0:     'hrii  p-2ric^a  cf  tii;-   is   t};at?     i    j.:  ^^rry . 

22  '''^'^-   FPJ.Giirr.i:      I  c^m  chaclci^ig  vith   vlio  J-nl:  hero  .-axd.  th 
^^        IS   £or  the    -i;::-   ci:c  ricn^hn  avcrcirj  >   Ivi   ii.75,    :^irjt  uaticnul  Citi 


Ban!c,    .-ud   ^oocnd   r.!::  r:.n>h:;    avoir;;;! 


2^  ^'—   •'' -"^i-^^'    nvcr-;;;-    cor   1^7:^   ^Muvl; A.:':..rr:r:: 

If.inov^r, 
£5 
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1  jMR.   LaJTCL':     They  3hcw  the  average  in  Manuf -ictursrs 

2  $1.2  Billlioh  on  the  grc33  bals^nce,  our  point  being  that  the 

3  relationship  that  if  as  transferred  to  Manufacturers  basically  v- 

4  the  same  sort  of  ralationsriip  nur<ben;iss  t!iat  vje  had  liad  witli   cj: 

5  First  National  City  except  in  reiationahip  to  service;   the 
g         service  level  v;as  auch  greater  f roi;i  Manufacturers  fc^CRioS  of 

international  training  ralaticiishixJS,   letters  of  criiit.   that 
g         sort  of  vhing  thrit  \:z:  h.sj5.  no  g::v;  :r'iis-3  in. 

•The  other  relationships  that  ire  cl<svelopod  for  ;  riiu- 
facturers  that  v;s  did  not  have  with  First  Wationai  City. 

HR.   PPASXER:  .  .'^r.d  to  furtlisr  elaborate  on  the  discus- 
sion sLii.oivt  the  scrvicciS  ycu  niciit  vont  to  talk  with  Sill  Crcen 
or  cor.2ona  at  1YZQ  ciscut    i\\z   Zavcil  of  s-3rvicc:3  r•::J.^IcL*^2.i    -Tcr   Lhe 
balcncss, 

Jilv.   MUIU-jii':      I   juct  v/aiit  to  ino:;3  ffure  I  ui-.cjrstrnd  y«r. 
corrscbly.      The  suggestion  is   that  Manufacturers  Kci'nover  vras 
providing  services  which  obviously  cost  Kanuf  Picture rs  Kanover 
ccntathipj   o.nd  thosi  cncts   ere  not  rofl^icl-.od  in  the   analvsis 
vuilch    \3   rep  r-::  sort  Ed  in  F.::\ibit  J, 

MR,    L/.IfCr::      I    ic.'t    ;::iJr.k    th »  ccct   cl:    ^rcii.ir.j   na  an 
irittirr.-.tio.icil  b?,3i:;,   rhlrrh     -3   ^rc   tryincj  ^'.o  start  in  th^ 
baiiic   ii:  r.tl.7nv3,   v.'culd  trj   invol/Gd   in  the  ccr.t  ?ur».ly?;ii» .      ?\..y 
o.;:]!  7r   err  i".i;.g   aids   T  don"':    li'tiiil;  v.culd  hi   Involved    lii   ':!'.nt  rc- 
la:i:^.i-,:.ip .    "oi-cicjii   .\zir'.,r.\.-*c   Ii'^lp   luiat  u-.y  hiwo   >:cc;:    -...   c  Ivcd 
I  ::;    ii-^i:    t:  .rlvvl-j    i-^    "c-    .    :.vtl-':.-3    anf    ••:j-t   nov*:   - ::      "  =  ^v    '«        j 
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what  I  am  s.v/lng  is  ths  level  of  servica  in  rslatioriShip  to  vha'* 
the  balancss  were   frca  the  national  Bank  of  Georgia  to  tha  \ 

Manufacturers  Ifchir.lc  is  v;h2t  you  have  fco  look  at,  what  I  would  j 
hope  you  would  look  r.t,  notrrichstsdning  the  fact  th&t  thi  b^lar-ctj 
relationship  if  ycu  look  bsck  it  '//hat  v:ac  being  carried  si'ih  j 
the  First  Kational  City  Baiik  as  tliC     prixnary     corr23pon'i.2r-t  ! 

related  to  iliQ  cozie  sort  of  thing,  basically  from  'jho  str. i-j-.*o:.r. 
of  dollar;*.     There  was  no  big  diffcriince  in  it. 

KTl.    rUJRPHY:      Q. 

CTh'2  docuiiant   2bcv3  i;efe:.-::ed 
to  was  n^irkv^^i;  Eriiibi-?:  Q,; 

ilJ^.   r-rjRi'ir/:      X   >->.-iO   like  you   to  b2  r.;7nr3,   if  yci  ars 
not   !il::c-.J//   of  -.;hr.*:   T  h'.Vi:     •.  ir*:2d  lLch.^*/?i»:  Q.-   vhic'.i   ;*.."   ri    '..;>t£.T 
dafr.cu  J'!Tv   3.    l!>77..    :  rc/i  :.  .■.  • '•  .•.•.■•.•.;r2ri;  ::.ir.cver    l:o  ITr/Uici-.a:.    r.-r.k 
of  Gao.vgia,   on  «:hj.    ..o-rf  iT^o-yiing  e.^co».'.i\?:,  which  erronaou:;?-^ 
or  not  d::a'.;s   tlie   Stjua  conclusion   that  I  deora  to  h^va  drrATii; 
niiijly,    that  tha   corracpor.d-an':   '.ccount   is  no::  .\L.roa  avic^vra, 
rhci  ;iEil{.;*i'ja   ^:^^•2ro    ic   no::   j...-.i\r-    »-;-*v,ja  no;/  to  supjjort  tlio   ::5rvi-- 
-sr^    fcbat  »i'».nUi:cc-:urors   is  rir.dcri.ng  to  IISG. 

M?..    ii;IT:{:      Could  -;<5  ccA-.ian'-  oiA    aiav.? 

i:r.   :VJ":';ri':      5::r.^. 

MH.   .-;i>:Tr.!:   /tr.   J-ajior  will. 

r::i.  ^r.'.riV"..:;:  '.o  '^^  .:.;.vfv'.:::ly —  I  uGut  to  noks  r.nvs 
**3  all  ]:nc;.-  \:h:*  r;  .■»■»>-.?  vcc.'ir'j  Mia*:  h-;*'.*  cakj».i  plac::.  T.  ■::!';e' 
<:-   a:.d  iv»: ,    ;?.;.l;:h    ::i?.:::^J   vo  2o-i:  ;v  '^'^  *-\.-:rLr?:  y::r:irird^^'  cv.;.'.i'/ 
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62 
about  this  point,  services  r^ndarsa,  saveral  other  things,  and 
she  also  —  you  might  menticn  this  to  her,  tialk  to  her — pointed 
out  the  analysis  only  reflsot'sd  scne  of  the  services  that  vere 
costed  out  and  rend2r6d  to  ^33  and  many  other  services  th*t  the; 
rendered  were  not  ccsted  oui  en  that  analysis  sheet. 

In  discussions  of  corrasr.ondent  relationship,  Mr.  Bil 
Green  had  tal3:ed  with  tvro  ccncul -ants  in  Atlsinta  about  V.Zil '  ^ 
operational  aspect  cf  its  L'uni:. 

MR.  HEIMAtlN:   i:>:n:=3  no,  you  say  management  counultrji 
sonebody  was  thinking  about  hiring? 

MR.  FR?\SI2R:   Fir.ar.ciil  consultants,  operational  ccn 
sultants. 

Thay  had  av.ggastci  "ic  Tr.  Laiica  that  thoy  do  a 
stuay  of  che  clacring  acco-jiitj  ■ir.j.t   NBG  laaintainad,  and  M*:. 
Lanco  cojniissioned  that  study  to  bg  done. 

The  suggestion  was  '..hen  the  study  returned  thiit 
clearing  could  be  handled  at  Issr  cost  to  N3G  by  prccegcing  th-2!J 
through  a  local  bank,  Cf:S. 

Mr.  Lanco,  S3  a  rscii-  of  that,  suggested  thr.t  <:ha 
chciiigo  be  irndo  for  cl-^cirin.jj  ^:o    -'r.a   b.-iijk  c?.oariRg3  -x/are  h.:;lJ 
through  C.'S  lather  chcn  dlrsct  -;^nJiug  to  linG'a  corrcsi^cnccnts 
in  other  ciiies. 

As  a  rcHMii:  o2    -.I.:  :,  -he  r:?.3-ringr  >..2r«  hcndlod  C6S  "jd 
the  b.-ilar.C33  cor  s.irvic  r;  i  ::u^r.i"ou  n.t   ill  oT  ::^n's  corrs  :por;d«in' 
v'-ro  c:cc'.«'n  dc-.;a,  b  .c:;;..»r:..  w'.  :y  -.  r:  .vo  lo.igcr  pr.viiig  for 

I 

I  clc 'vx-icn  c^rvicc-j.  ' 
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Now,   this  I  thirJc,  Tvhcii  yen  talk  about  tha  reasons        i 
behind  thase  roeip.os,   the  NB3  still  rsceivad  services  ^roa  I 

Manufacturers  Hanover.     Tha  only  thir.t?  liriiirif^cturers  Kanover  aa '. 
the  othsrs'do  not  do   is  clearing  accor-'>':s.     As  a  result ,   tha 
balances  have  declined  srich  out-of-tcrn  corrcspondanta. 

MR.   liSIMriUh':     ??»  h~v3  traoid  all  of  the  clearing 
accouniis  end  ;j-j*2  i/i  11  find  they  hav^  cl-r;iigfidr  CSS,  First  ^?^luioi.^2 
Banh  of  Chicago,   Continental,  Manuf i?.3turers ,   'liinover  --  v;a 
have  a  ccTiplete  run. 

TsR.   LAi^CS:      Yoa  iZ'is  V7hat  ha«3   isalcen  palco   in  t-ir.i  re- 
gard. 

T2;aw  It,   o\?.t  Ioc\:-r  which   I   c:in't  co/.-ccnt  o;i.. 

:i!; .    HBI;  :.~J tit  :      i'o  :  t . 

ilR.    ruVs'C.2:       iv-i:-.    '.  1  •  pos^,    ii:  .ilao  —  x   t:.in*:  vr«» 
ore  x/sll  a'.rara  Zlz-rr^L-^,ctvz^}:a'   Drnlc     oJ  Cocrci?.  has  had  :in  oami. 
problem. 

MR.    ^^3I^L■\^•M :      Heard   r^miorc. 

HH.   LA17CS:      REad  about  .in  'J.\-i  papsrs.      They  hav.  triT^  1 
to  CO  everything  thsy  czn  to  ahoire  up   c'l^    >  :5:iings  and  vio.il 
vjith  bed   lc."i:>3   they  iiry   oj;  nn-;  not  hc.ve,    in    ilio  procat;3    ^r^rln 
you  ha'r^    to   t^Jia    thab  A^ico    jc.isirlcrc -io*:i  ci:    fco   that  sort    af 
letter  baing  j:orth«-T,ini»:g, 

MR.   MUTlPny:      rlr.    rr.ii?:h,  \.'culd   it  be   approo.-rlaliD 
for  vffu  to  niroparo    i'or  uc   .*>    li.jt   of   '/.".i--   i*.jr-*i':ic;    ch'it  •iri'*:   X'^- 
ccivVid   frcni  M-riurd-^ciiVor':    i"-.":i".':;i:   co    z'.\:z  V2   err.  r^    .-'ojo    .•_•. 
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1  haven't  missed  anything? 

2  HR.   SMITH:     Yc3.      I  would  lilca  to  state  into   ^'\3  rocohlt 

3  tliough,  v/hat  ny  exar:inr.tica  has  detarzuned,    tha  sarvicos   that 

4  were  being  randersd  durir.g  cha  pariod  ircTsdiai-.ely  follo'.ring  tLs 

5  loan  to  Mr.  Lenco.     Th3y  -:ji*a  the  prir.2i.y  correspondent  for 
5       handling  all  of  our  clsariiigs.     Tlicy  vara  cus-1:cdian  of  cv.r 

securities,   both  tlie    fcru3t  dspartrr^at  ciid  the  bank's  per  if  olio. 
They  gava  U3  invaitiiant  czvica  on  bond  purchases  and  sail:!, 
g       They  talked  to  us  and  negotiated  •dLth  U3  i/ith  recpec-*;   :-o 
IQ       participcitiona   in  lcr.ns.      I  asa  not  sure  thc.t   any  actv.c.l  r^vlrici- 
pationc   occurred.      I   ;v-Esa't:  sbls  to  Gjcert?.in  that   in  t.*:."*    tisic 
at  hcnd.      But  thu::.*  vera   ::£;:j'3ti^.\:ic4i3  :?±i-h  a  view  to    Zi..i:  I'.zi^z.' 
tions,   buying  and  salli^ii    ?:r!3ral   fr.v?3,5Ln'5    ther-^  './-.rcr   :*.r:-.y 
inscnncec  '..".iors    'ThGy    ■::..:   l-^y    ij;;nc.3    -c-:.."».  'jij  .      -ilicy  vsm    l..-'oi 'c-.*. 
in  trr.ini'.ig  of  our  t:20j.^1c    .  nd   this   ii'-.olv^fl      our  pscpla    r;os.ii:.ig 
frcr»  Ve\7  York  and  tlieir  people  cciaing  to  Atl^mta  and 
thay  held  scmincvs   in   ca-jh  ord  asset  nr.iiag*23r.ent  in  Atlrjitt.  and 
in  international  bnnkirg  briS.inass. 

Thoy  also  cor..luv7>3d  s;:3in:?js   ia   draining  our   psrplc   Ir 
ccr.v.vjrcir-i   b--n!:i:vrfc 

If-!.    iiU?r-i!V:      ';c\x:':    i::  ts — 

^ir-.    j.-.-'i'ill:      ::.iy    I  ac-.I  oi..i  oth::r  thhig,    thi   c?.^a>  irg 
b;i.-;-*r.2r,s  vr»r:   r.   vjry   .-:c^:*.v-j   ^.ccou:;,:   c.i   cl-irtriiir;^-      'Cli-j    is    :: 
b_-ici:    r:tw.t>>.v2:it    o:  vh.n.t:    oh-  r   -.Uc;. 
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S5 
is  rsflocfc3d  in  .~':hlbit  J  ar.d  altailar  staterusnfca  that  va  hava 
from  rlanufacturora  Hniiover  - 

Ha.    SS-IITH:     713   f^jT  afi  1  }:i\g-j,  yea. 

KH.   r-XIlPinr:     Th2  r^at  of  U;3  sarvicjs,   tliouc^h/  appar 
ently  aro  ne-b.     And  it  i;ould  ba  nest  helpful  to  us   if  you  vcy.la 
prepare  us  a  list     in  ag  v.zc'.i  .latsil  as  you  could  n:al:a  avaii- 
ahlQ  to  iv<3. 

MU.   SMITil:     I  c^riiialy  can.      I  ni'jht  add  tlie  rcaarn 
iha  Mainistrsc-^r's  Office  bci:  siTasiinsd  into  that  cr.d  has  cuch 
a  list,  tut  I   iliiii::  a  icoua  dsiailsd  list  will  b?5  cbliiiinici   for 
ycu  and  I  will  do  it. 

MP..   S'Zllz::Oi     llr.   Cr.i'-ii,  \7-2  hava  rsrjaivzd   fro:-  r-.-r.   G::; 
a  xoT.orc-.iucm  sotwi.vig  :?ci:-:h   c-vr-ain  of  t!ie  scvv5.jr:-   <--!it  %-jro 
provided. 

^*R.   S'lITH:      "OS,    sir. 

M?..   SERIIIO:      lie  p.vGpared  thiis   in  Ov.ly,   July  2  '£  ?jc- 
liavc. 

Mi^.   SMITH :      ooll ,   sinca  this   i£3   a  fund-::jn'2:ital  ?srt  ox 
this   iiiquiir/^    I  './ill  u»if!.-!rt:f'J:a  to  get   a  nors  d'itiil.j'I    list  of 
3Grvico;-5 . 

i':i\,    S\KR7.i:3z      ?*!;;'>  en  prepr.rln)    h'-.^    iAsi,  vlictniir  or 
r.oi  tlic;;*:i    .'."i" y.   r.-zvj  otl.jir   .'  ..:)  j   paid   fco  IJi!3   i::;on»  Hwr.0v.3r 
SGr'/i«3wS . 
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t         want  to  resolva  this.     >:s  hcpsd  v;e  could  today. 

2  It  sesins  to  ine  thare  is  sufficient  shor.ring  of 

3  servicas  renderad  and  value  racoivad  by  NB3  to  disabuse  your 

4  wind  of  any  idea  of  in^prcp^r  U3e  of  MSS-s  bank  fxaiids. 

5  There  is  no  evir.anco  of  iiapropsr  use  of  ItBG's  bank 

6  funds; if  that  isn't  the  cacs,   thare  is  nothing  here  to  corpici:^ 

7  about. 

3  ZiR.   nET:i?.lli^2     ITich  the   list  of  ??srvic'3S^  ve  vill,    anc 

^         attouipt  to  co£;t  thit  out,    Ic  will  b-s  \-ary  helpfr.l, 

to  MH,   rtfjP.?::Y':     J.   ^on*t  v?znt  ycu  to  ?.eavo  with  a  BiiGt£<jrii     I 

If  iiaprossion  ap  to  evicsnca.      I  thin}:   jhcre  is  evidince.     That 

J 2         is  the  M.-Mihsnny — 

x:R.    SMiTri:       luc  ;:nd«r  yo^ir  rulinr,-! ,   i::   I  rif^y  ^ly  thi-- 
ur.G-.r  yoor  y.iilin^pG   c  \c:    vi'-^c   ru.iirigj  oi!  -inc  Jaiitica  Lap ."irt-onw, 
there  ii--s    -o  be  a  i::iw;.i.»«:;  cZ  a  static   QoniriLcrcst  b>j-trinG  baici 
v/ith  no  G2rvic»2S  rar.cIc•r^:;d   in  ejcchaiiga,   and   tliare  is    Cirtcinly 
plenby  of  c»vic3oncc»  oJ  carviczs  rendered  to  N733. 

T-nd  tharc   also  has  to  fc^  ur.dor  yocir  rull-ig  -r.  de-csovi- 
scrafcion  of  a  clccr  d'jtrir-nt  to  HCCi  and  I  aon't   Jaiink    Llisre  is 
•iiiy  G^'i^o-i^'a   at  all    ■jc   ?.;^.y  Jctriiosnt   to  'JCG    in    ciny   ac    ciiufle  tr.is- 
action::. 

i.r.rl   or»   ::".-.:.     ;r.':-:.-t::/,    I    frhx.iJ.    >h-y   h-\'/.=    profited 
?nd  gainad  by  tl:^  ro""-::  •.■»o^i':::ip  '/ith  r-:aa':ii::.--»..rar«. 

So   it   ..ould  c'cc.i  t*:o  rii-:;   it  is   cl^ar   that  t\\nr3   is 


24 
2:>    I 
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1  showing  that  th«ra  was  no  consideration  flowing  through  the 

2  account  and  there  is  no  shoving  tiiat  this  wasn't  a  bona  fide 

3  business  like  competitive  axTiic'    length  loan  that  Bart  Lrp.ca  rad 

4  I  crji't  see  v?hat  thera  rescins  to  be  considered,  but- 

5  that  is  my  point  of  vietr 

5  MR.   riEIM^.T.'ri:   It  is  noted.      It  is  appreciated 

7  KR.   ^:UR?HY:     And  eight  I  call  ycv.r  particul?jr  o.tt^n 

g  tion,  Hr.    Lince,    to  the  sr.pplsrtent  on  trie  banking  circuisr  vhidi 

g  is   an  e*fcchr.nge  of   Idttei-s  hat-.-aen  Bill  Crxap  end  Jr.rrk  XcuTT-/  vho 

10  was,   I  bolieve,   chaim!au  of  Fideli'::y  Bank  out  in  c::7.al>.c:.ii:. 

I)  I  say  that  bscaai:e  it  di/icussea   tscina  of  the  kii:»^.j  of 

12  questions   ::e  hiVc*  bc-ii    zc-ll^ing    -ibout  ':.l.x.i  r.orning. 

13  iin.   7:?wI:CG:      I  hc:/5  sacn  th£  i.      'aIl^  on?,  •..h^r?  ^'»   '^voa 
^^  says   rrcr^thlnv   less    crrn  prrr.a  rat'i  p.irjh'j  zio'z  be   in  I'loLiviori. 


15 
IS 
i7 
IG 
i9 
20 
21 
22 
23 


J.i\  face,   h;*  suid  scr.i^thing  about  the  rssd  for  ovrnervJhip  of  ba»il; 
s>ocx,so  forth  and  so  on, 

r-Uv,  tn;i\2?rr/:     /is   it  says,   thore  are  son:2   fairly  clear 
ezairr>le3   in  ench  direction,   soine  wa  vculd  find  nothing  -.^?ng 
*;i^h,   scne  -.-3  v.-culd   fchlnl;  vov.ld  J«:sorv'e    ho  be  pvo3^cu:ad,      An-1 
ny  cvr.!  view  en   th.'.s   o-*-:   i-5  'z:z   ere  so-j-More   in   'ilv-    ^r^.y  avcz, 
in  thi  r-iicruls. 

MR.   :i7.iyj'.in:       'a-:.':  is  .'Ij.   iirrphy's  p^rsol:^^l  cpin:  3n. 
i?..    ril.vPir/:      i .  r.:r»r.il. 

i!7.    L/^JtCK;      I    rcjlc  hc^:  i ,   a*     :   ng-in,    taJl^vr  ■■     -c 
-c.'4    ie' _i" ._  ::lcn    'i.G:    irjl.  /.'.'■  ;'  I'-    .,'.r    :.i  :  -c«  .■•.r.r».l   ?;«;!«:'. -ici  .".:.p 
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20 


69 


consideration  ths  ability  to  talk  vith  those  pscpls,  see  w^uc   j 

2  .  ^      I 

thsy  scy  in  responco  <:o  your  questions  #  which  I.  am  sure  they 

will  respond  honestly.  That  ws  had  no  discuasiona  about  an^'tW:..:/ 

that  would  ba  of  criminal  violacio::^  of  con-pancatiag  balancas  ct 

anything  else. 

Tharo  i:cz  nsvar  2ny  lion'wicn  S2icl:3  of  that.      Bi%:c3 

I 
3rov»ghani  expected,   I  an  sur*^,   and  1  em  sure  h^  ^-ould  say   th?.c  sii 

Hr.  SiTi5th  has  cilr3r.dy  naid..  thara  vciild  be  a  correopcnrling  rela- 
tionship, tliat  vji'.s  the  casa,  the  ITatlonal  Ecnk  of  Gaovqia  h.:3  j 
rscoived  3ervic3s  in  rGlatioiiship  to  tha  er.ount  gZ  tha  balaaci . 
The  anount  of  tho  balance  is  not  sicpificantly  diiiferan';  'Aan 
t;hat  Katioiial  ii?ji}'.  of  G»crgic  carria^l  at  First  Wctional  Cicy 
vitli  r2lakio:ici.\ip  to  its   co_-r23ponc.nnt  account 

So   I  r-;2G.:    J -at  yo-A  '.'onl-l  -jv-m  go  ao   far   as   fcc   say 
7inancial  Ccr.ical,   in  offec;t,  v/as  utilizing  —  aiiu   I    it.  sur-» 
you  said  that  in  tir.sss  past  perhaps,  but  that  obviously  Wt.a  uoc 
tiio   c.-sa,   hsciir.i^n   tl^-sy  rlldn't  go  tiii-ough  this  anyway. 
^0  Sat  t^.osa  rclaticnshipn   airs  very  obvious   th'^sra.      The 

''•^        ril-:.;lcr?:;hlp  thr^t  I  hci    /fya  HaiiL-.f u.c-'-:roi*3  Uanovir  \:.i ;   a  :  trai 
cor..*..v-3  d:.::iCw  hi-.:;.iti.>c   \:^.'.~.cLo\i'r.i;}  •  .-^j-Ts   I   3.vii   I   ^•-i.t  TriJiir.fj 


'         u3  t  :tr»    IJiCi   ri.-.v   iiJ  you    irs  vriij.i.-.^   ::3  t-^};?   tii'.*  ri*:'.;   ./ic^   re- 
2^        r.'.rd   to    11:^  cvorall   ::irc».'.-.^':>rnc::s  cT  Li-^iag  colo   to  brinv    '.'T.or- 
23         J.jip  b-^.^:*-.    .;d  v'jo;   ir. ,   '.vhv.'h    I  -.J   -^'.cn.y    "r, -..x  "  ;:t  i::    *. ',    -i\:\ 

I   W5t;   ^•i.l■;.i  vj    ^o    ^:ii\Q    ciiaU   sort   cT    riT?.    -:h!    £   v:::ovii:'t    I   >•:»:'    ':\:'i 
.•'■.'/ 'C    ':o    ■'.c'.z-i   '.hzt  :;or«:  o<:   ri.-:..      .":  Ma,.' i;   i-iv-l-.  »    -:.-r   t.:r;c 
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funds.      It  involved  that  sort  0£   relationship.  j 

I  just  sinply  v;oulcl  hope  that  you  would  explore  thoCij 

quescions  with  the  fores  at  rtanufecljurars  Hanover  and   then  :ai;3x.- 

your  o'.vn  detsminatiori,  nc-'io  ycur  r.U-id  up  as  to  your  rsspcnsi-  | 

I 
billty  In  ?:his  area. 

Aa  I  say,   I  '.■fiiii-z  to  soa  it  resolved   riia  I  \i\iqw  ';•.♦.:* 
you  do  too.     You  h-?.V'2  got  a  bi'j  job  asid  a  lot  of  r.bings  to  gc^ 
ftnii/.iai"  vTlv.h.      I   !  av3   gc":  n  bic   job.      .^ad  T.  •  voj.ld   1.11:g   to 
I;e   abl»2  to  cj3t  on  *  ijli  v.^r  n/'gii-.g  it  icst.iad  of  :.:<»sr.cr.c.ii!g  to 
naxfSpapsr  questiors   ai.d  Sunats   inqaiirics  and  all  of  th^?:. 

i>»id  I  cir.  cor.for'.-.ablG  in  -IrhG   fact  thorn  is  noc'r.ir.c 
inpvcp^i    in  that  rc!lr.^::'.0;U-.^.ip.      x  .-.0^3    cl:r.t  yci  -iGwiir-T.-.r?     -■!:« 
to  bs    the   c-w-s. 

:'ivi.  5vi:i;.:..'i;:  'rh-iikr. 

rv.-.    C'.'it-ii,    r.g-'iii  I  v;culd   livS?^   to  sliu'^ss   th:j   ^^o:,:.t    Iv.i! 
reaaovis  v.a   ar^  2a.ming  ovc-r  bacliwardc   to  c;at  all  of   ths   facts 
is  th.it  I  don't  thinJ:  >hij   i/i     •••  2  !:' '.id  of  situation  which   fac'^-. 
and  hiitiijT.ting  circuni stance 3  shor.ld  ccn».e  our.  aftarv*a-:c".3     b;:- 
causo  of  t!\3  prchl^rr.  of  joi?t  the    exposure,   this  ha::    lr<  the  p.*.': 
lie  ^-2f':iu.!J.      .•.'h'.ro-."o-.:.-   '^^;.r     entire  proc"»33  has  hjan   .-a  att-^np 
to  get   Dvcryt'.iii  g   ac   Ci/?   tiu!3  '/ith   .iJ  1  of    th.-*   Za'-j'iz   in   cp-2 
pl^c:;,   v':r.*^  -jc  cc.-'t  ^jo  through  a  3eri33   of  ::G-73lcit?,o.;-j .    i.."  you 
v/ill,   -  rr   -^r  c;or. ,    :;.iat  './;.»  corlo   ho.;o;.;.>  con\:5thing  of   a    :i;c.':i    -^4 
of   u:.      •  .   •  .  j 

^    also  ^o>-;-2  L(i'.' -.i."  *    :'i~-.  t'^c-.gvics   •'.rrc   i:.:;-'.    "    .*  '.:-'. 
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\         subston'civa  nubT.er  of  iiicpjfriss.     This  OiTfice  has   raspc-iv'^.i         j 


to  the  press   and  evcjiybcdy  niore  cr  lass   tlie  s?jne  \?ay.   rfcu  hcva 
sesn  ths  statercent  I   rxi  sure. 

MR.    SMITH:    Y-iS. 

Ma.   TiEir'LViIN:      t'c  ccntinv,^   to  fcG]:G  tliat  peine  of 
vi^::. 


re card . 

Mv  rer;r)o-*i.^s  ''ic^  hner.,  --jhcn  I  vMS   anhcd,   I   didn't  taivic 

j 
it  app5:oprlata   for  mr;    -o  r^c::o   ciny  ccruHGnh  about  it.  \ 

MR.    :£Si:!r.I;I-3:    I    i:;vvi::i2r   '^lirJ:    thiit   it   i3   hiilp?r,!.    co   r.^i'ca, 

t 

X   thinic  lir.   L^.nce  vilJ    :r;L-?3  -^ith   i":,    a r: v. c ally    ->.i3    i-3    Vi  ^    -'i-c:t 

i 


rv"*..    IIBIi'.Ai;:':      ?irot   *ji...o   -'i  z'-i'^  oVO?tG   ou   t::-:   ^.  ••.jiis     j 

v/as   tho   oohcr  day,    on  Auc;r-.:h —  » 

MR.    JKii-R:      Thii.-"!. 

f'-^.    riSXi'T-.i;':      Cr.   rVcq-^.s-i    3r.:. 

Ho   in   a  rj'^^r.'::-    i;^   crc   n^./    co  e-'jii  oth^r   c\ncl  !;--!    no       j 

prior   r  ;?.aLJ.onr:.?p,   •••'::•    In,   y.-^':   '-inc/.    r';.'i;'»n4,   sdci-\l   r.  Iti';? - 

i>h5p.  I 

! 
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OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRBtCY 

New  York,  New  York 
Monday,  August  8,  1977 

Investigatory  deposition  of  George  B.  Balamut,  taken 

at  the  offices  of  Robert  J.  McKean^  Jr.,  350  Park  Avenue, 

Conference  Room,  20th  Floor,  New  Yor]L#  New  York,  pursuant  to 

notice,  beginning  at  11:05  a.n.,  before  Joseph  D.  Rogers,  a 

notary  public  in  and  for  the  State  of  New  York,  whein  were 

present  on  behalf  of  the  respective  parties: 

On  behalf  of  the  Deponent: 

GEORGE  B.  BALAMUT,  ESQ.  , 
Simpson,  Thacher  &  Bartlett, 
350  Park  Avenue, 
New  York,  New  York  10022 

On  behalf  of  the  Comptroller  of  the  Currency: 

JOHN  REIMANN, 
..         Comptroller  of  the  Currency 

ROBERT  B.  SERINO, 

Director,  Qiforcement  and  Compliance  Division, 

Comptroller  of  the  Currency, 

Administrator  of  National  Banks, 

Washington,  D.  C.  20219 
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'  £  £  £  £  E 1  £  1!L£  S. 

2  MR.  SERINO:  Would  you  state  your  name  for  the 

3  record? 

4  MR.  BALAMUT:  George  B.  Balamut. 

$  MR.  SERINO:  Would  you  swear  the  witness,  please? 

6  Whereupon , 

7  GEORGE  B.  BALAMCTT 

8  was  called  as  a  witness  and,  having  been  first  duly  sworn  by 

9  the  notary  public,  was  examined  and  testified  as  follows: 
EXArtlSATION  ON  BEHALF  OP  COMPTROLLER  OP  THE  CURRENCY 


10 


I,  BY  MR.  SERINO: 


12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 


.  -•.;  Q    Mr.  Balamut,  how  are  you  employed? 

A    I  am  the  senior  partner,  Simpson,  Thacher  fr  Bartlett 
in  charge  of  banking  problems. 

0    Is  one  of  your  clients  the  Manufacturers  Hanover 
Company? 

A    Yes. 

0    The  Comptroller's  office  is  presently  conducting  a 
special  investigation  into  certain  activities  occurring  at 
national  banks  which  we  believe  you  may  have  information  on, 
because  of  your  position  as  counsel  to  the  bank. 

I  draw  your  attention  to  a  memorandum,  dated  May  13, 
1975,  and  ask  you  when  the  first  time  is  that  you  have  seen 
that  memorandum? 

A    To  the  best  of  my  knowledge  and  recollection,  today. 


Digitized  by 


Google 


1081 


4 

Q    Do  you  have  any  recollection  after  reading  that  memo 
randun  otherwise  into  the  loan  transaction  made  by  the  Manufac- 
turers Hanover  Company  to  Mr.  Lance  in  the  spring  of  1975? 

A    No,  sir. 

0    After  reading  that  memorandum^  do  you  have  any  reool 
lection  of  the  contents  of  that  memorandum  or  whether  or  not 
you  were  involved  in  any  discussion  concerning  that  loan? 

A    Yes. 

I  believe  I  was  asked  by  one  or  more  bank  officers, 
whether  individually  or  in  a  meeting,  as  to  whether  or  not  the 
fact  that  one  of  a  possible  purchases  in  an  interest  of  a 
national  bank  in  Georgia  was  related  to  a  person  who  had  some 
connection  with  the  Federal  Reserve  Bank  of  Georgia,  presented 
any  problem. 

Q    Did  you  have  any  other  discussion  concerning  that 

loan? 

A    I  would  tend  to  guess  that  probably  a  question  was 
asked  whether  this  was  a  regulated  loan  within  the  meaning  of 
Regulation  U. 

Q    Do  you  have  any  recollection  of  any  of  the  terms  of 

the  loan? 

A    No,  sir. 

Q    Would  you,  sir,  check  your  records  to  determine  whetl|< 
or  not  you  have  any  information  concerning  that  loan  and,  if 
available,  supply  them  for  us? 
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1  A         Yes,  sir. 

2  MR.   SERINOs     Thank  you. 

3  I  (Ifhereupon,  at  llil2  a.n.,  the  taking  of  the  deposi- 

4  I  tlon  was  concluded.) 
5 
6 
7 

.1 

9 
10 
11 
12 
13 
14 
15 
14 
17 
M  I 
19 

ao 

21 
22 
23 
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I,  Joseph  Rogers,. the  officer  before  whom  the  fore- 
going deposition  was  teken,  do  hereby  certify  that  tJio  witness 
whoso  testimony  appears  in  the  foregoing  deposition  was  duly 
sworn  by  »e;  that  the  testimony  of  said  ifitr.css  was  taken  by 
Re  stcnographically  and  thereaftor  reduced  to  typewriting  undoi 
uy  direction;  that  said  deposition  is  a  true  record  of  the 
testimony  given  by  said  witness;  thaf*!  am  neither  counsel 
for,  related  to,  nor  employed  b/  aay  of  the  partios  tc  the 
action  in  which  this  deposition  v/as  taken;  and,  further.,  tliat 
I  am  not  a  relative  or  employee  of  any  attorney  or  counsel 
employed  by  the  parties  hereto,  nor  financially  or  otherwise 
interested  in  the  outcome  of  the  action. 


Hot!^.  Publ 

the  State  of  New  York 


iL^ — 

ic  ini  eijjII^oT 


Ky   term  expires  March  30,  1979. 
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OFFICE  OP  THE  COMPTROLLER  OF  THE  CURREMCY 


^•T  ^fam^i.pMi9^ff^^ 
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Investigatory  deposition  of  Robert  J.  McKeen,  Jr., 
taken  at  the  offices  of  Robert  J.  McKean,  Jr.»  350  Park 


Rogers,  a  notary  public  in  and  for  the  State  of  New  York,  when 
were  present  on  behalf  of  the  respective  parties x 


350  ''Park  Avenue , 

Hew  Tork,  New  York  10022 

'T'r^Ci::^';  JOHN  hbimjwn;  —  ■.;^""' '  '•''^.'<':'^-^-^ -v^^^^^   '^/^ 
;;C:i:J^':L^ooiWtrQl^  ^.^.C V .  ;  t ;:.-. 

>,-  > ^-  ^^t)*!^ kOif ekr ' B«^ SEKINO ,  ^  '    •  *«*  "  -  •  ; 

Director,  Etoforoeaent  and  Coapliance  Division, 
Coaptroller  of  the  Currency, 
AdMinistrator  of  National  Banks, 
Washington,'  D.  C.  20219 
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PROCEEDINGS 


MR.   SERZNO:     How  are  you  employed ,  Mr.  MoXeen? 
MR.   McKEMit     Z  an  a  partner  of  Slnpson,  Thaoher  ft 


;,/.    -     Whereupon,.  .,s^.'-  •  I: '  .  ...'•-" -.;.'^-  -•-'-.^•'>*:   -^     7^** 
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ROBERT  J*    McKEAN ,  JR.' 


^^  the.  notary'* publlc^^^h«ae^exaalned..and .  t^tif ied'taa  folloira  %^\a''^ 
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E3CAMINATZGH  CM  BEHALP  OP  COMPTROLLER  OP  THE  CURRENCY 
BY  MR.  SERINOs 
««  ...0^  ,Mr.^MCKaan,  thin,  in  an  adainiatrative  inquiry  being 
^floodncted  by  the  'office  of  the'  Coaptrpller  ,of '  the  Currency /^^^^ 
into  traneactione  affecting  national  banke ;  a/tranaaction 
occurred  relatiag^'ta 'a, national  bank  concerning  .a '>oan  wmOm  by 
the  Mannfacturere  Hanover  Trust  Coapany  to  Mr.  Lance  in  June 
of  1975. 

Do  yon  have  any  recollection  of  that  tranaaction?  ' 

A    Ho,  I  don't  have  any  recollection  of  the  tranaaction 

w  .-^.-0^.^l  have, given, yo9i^.dMMii«i>,  dat4»d^May^M^^1975, ..prse 

. pared  by  a  Mr.  Broe^jM'. ^y"^^-  '^'-"^■^-y^-  '^^^V;;r'^-"" >?^^t' 

^       ''in  the' laet  paragraph  of  that  letter/  it  indieatee'"' 

that  the  entire  tranaaction  had  been  diecuaaed  fully  vith 
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Wisodruff,   ienkina,  Balamut,  McKoan  «nd  Magve. 


'.^  t 
f 
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Q  '**" Having  rttvittwwl  that  docinwnt,  do  you  h&vm  any  t9co1 
lection  of  th«  transaction  at  this  tin«7 

J;^v^  WC?  Having  £«vliMpd  It  *;at.Ji«i^ir«^^«»haa  nv  r^collaeUoa 

*alxiiit*'qn»^»^ci'eio?jaith«r'tel«pho©»  coav«raatlon  or  <x>nf«r«nc« 

that  I  had  vith  Mr,  Poodrutf-     I  a»  rclaUvoly  aura   thar«  warn 

noboily  «I8«  —  if  it  wora  a  cobfarance,   i  as  pretty  sura  there 

'".waa  nobody  al»«  J^nCtbaJroo*/  Juat  tha.tiio  of  ua-:i;jt  had  to  do 

*ntlth-the   fol lovlog'^q u e s tl on " -^ ^ no  jiaofts 'ware 'mantloned,^  htt  '*^^ 

Indicated  that  the  bank  wb9  conta^plating  a  loan  to  60»e  pcrao^a 

for  the  purpoae  of  P}«'ch?^i''3 .  t*^'.  *1^*^  °C  *  *'*'')*^.^**  Georgia* 
.^■^^  "  .^:  "^ .  H© .  s  »14  ^tba t .  pp« "  of  '^  tho  proposed  pur cd)  ase  r a  -  waa  a  ^^ 
T  i«tf9«  pootractor'- in- Georgia. '^rX  think  ha  aald  the  Atlanta  area 
*^       n  ^a  **"  of  considerable  ceputo  and  generally  veil  thought  of ,   and 


MI 

H 
It 

m 
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e  good  Plan  in  his  field,  '       % 

Be  said  the  problem  is  that  hia  brother  is,   I  think « 
0ti  the  &oard,  or  load  of  the  Federal  Bsm^rve  Bank  of  Atlanta « 
and  does  that  give  you  any  problem? 

Hy  response  vas,  no^    aesuBiing  that  your  loan  to  the 
bank.ie  properly  .cpl later allzed,  that  you  are  using  your ^noma: 
credit  evaiuatlonsV^and  tJjat  you  are  lending  the  vay  you''vouXd 
to  anybody  else,   the   fact  that  he  is  related  to  that  particulaj 
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individual  doas  not  give  me  any  trouble • 

TfytiX  wa9«^tha  sum, totals  of. .the  conversation  and  the 
tj>ast';tiine  I  -had:  ever. 'heard ^.abput'^it  until  Z  read  this  memoran- 
dun. 

Mr.  Lance's  nana  was  never  mentioned  and,  as  a  natte 
of  fact*  individual. contraQtor!s  naae  or  his  brother's  nanef 
•Vor  ,the  bank  J.nrGeorgiawwere  never  nentioned  .>\-'^^!<-^ : -^S  V?  •i^'^-'  >  ■  -. 

Q    Did  you  have  any  knowledge  at  that  tine  of  any  tezias 
of  the  particular  loan? 
-s?^  l-t^.  -^V   Nonej  exospj;.  that^lt  j>0)bablx^ 

'. '  r*"  '   *■ '  '  '^  '■^"  It* '- ''•^"~'  %' '  "  V"'**-  ■   ^   *'  ' "'  '-^ ' ' 

J'  Jl*^  U  stock  of  the  bank P:bein9^at/ 'least  in  part'  by  -the  stock  of  the; 
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bank' being' pur<^asearbut/ otherwise ,  no  terms ; 

0    Could  you,  Mr.  McXean,  check  your  documents  to  see 
^.if  you  have.,  any  documents,  concerning  this,  particular  ^transaction 
-;  and  'if.  yow.  have  ',  'would^ you;^ make  them;  syailid^le  ta^us/  '  <' '  ..*•  •  * 

'''■'  ^A    Absolutely;"*   '"      "^    • 

*****  .jrr-K"  ■  ■;  .      ...  .  ^.^.*...  .  ...    j,^..:  .     .^.  •   . .         *•  .   - 

■*  ""^^i  '    Could  we  go  off  the  record  for  a  minute? 

MR.  SERINO:  ^  Yes.  Off  the  record. 

(Discussion  off  the  record.) 

MR.  SERINO:   All  right. 

Thank  you  very  much,  Mr.  McKean. 
.  «•;..  ^'.  .J^^reup9n,.^at^llsOO  a.m. ,^the,.takin9^qf  .the  deposir 
--V'  '"  '  tion'was •  concludedL')^ • '  .■  ''.^r-^^  ^'■rr v^:^-r^.xr^^:"v^^:%-;^ 
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X,  Joseph   Rogcis,    ths   officer  before  whom  the   fore- 
going deposition  v/as   taken,   do  hereby  certify   that   the  witness 
whose   testimony  appears  in  tho   foregoing  deposition  was  duly 
sworn  by  nc;   that  the   testimony  of  said  witness  was  taken  by 
lae  stenographically  and  thereafter  reducod  to  typewriting  undei 
my  direction;  that  said  deposition  is  a  true  record  of  the 
testimony  given  by  said  witness;   that^I  am  neither  counsel 
for,  related  to,   nor  employed  by  any  of  the  parties  to   the 
action  in  which  this  deposition  was   taken;    &nd»   further,   that 
I  am  not  a  relative  or  employee   of  any  attorney  or  counsel 
employed  by  the  parties  hereto,   nor  financially  or  otherwise 
interested  in  the  outcome  of  the  action. 


iTotar^^ublic  in  ai^^^or 
the  State  of  Now  York 


Ky   term  expires  March   30,    1979. 
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OFFICE   OF  THE  COMPTROLLER  OF   Till-   CURRENCY 

?Jew  York,   New  York 

...  t 
Monday,  TVugust   8 »   1977 

Investigatory   deposition  of  BETSY  JO  VIENER,    takeiv^ 

at   the   offices    of  Robert  J.   McKean,   Jr.,   350   Park  Avenue^   '"J^^ 

Conference   Room,   20th  Floor,   New  York,  New  York,   pursuant  to   ' 

notice,   beginning   at  11: IS   a.m.,  before  Joseph   Rogers »   a 

notary  public   in   and  for  the  State  of  New  York,  when  were 

present   on  behalf  of   the  respective  parties: 

On  behalf  of  the  Deponent: 

GEORGE   B.    BALAMUT,    ESQ., 

(Sinpson,  Thacher  ^   Bartlett), 

350  Park  Avenue,  ^ 

New  York,  New  York     10022  I 

On  behalf  of  the  Comptroller  of   the   Currency: 


17 


JOHN  HEIMANN, 

Conptroller  of  the  Currency 


I 
^  K ^.  ,  , 

ROBERT  6.  SERINO, 

Director,  Enforcement  and  Compliance  Division, 
Comptroller  of  the  Currency, 
^  Administrator  of  National  Banks, 

Washington,  D.  C.   20219 
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2  MR.   SEKINO:      Would  you  state  /our  none   and  address, 

3  please? 

4  MS.  VILNHR:   Betsy  Jo  Viener,   Home  address? 

5  MR.  SERINO:   Yes. 

6  MS.    VIENER:      20   Beakraan  Place,   New  York,  «New  York     / 

7  10022. 

8  MR.  SERINO:  The  Comptroller  of  the  Currency  is 

9  presently  conducting  a  special  investigation  into  certain 

10   activities  occurring  at  National  Banks  which  we  believe  you 

may  have  information  of,  because  of  your  present  position  here 
at.  Manufacturers  Hanover. 

We  at  this  time  are  interested  particularly  in  trans 
actions  between  these  National  Banks  and  the  Manufacturers 
Hanover  Trust  Company. 

Facts  have  been  developed  which  indicate  possible 
unsafe,  unsound  banking  practices,  and  possible  violations  of 
both  civil  and  criminal  laws. 

Although  you  are  appearing  here  pursuant  to  a  subr 
poena,  your  testimony  must  be  voluntary,  do  you  understand 
that? 

MS.  VIENER:   Yes. 

MR.    SERINO:      As  you   can   see,    a   transcript  is  being 
made  of   these  proceedings. 

I   would  like   to   advise  you   that   if  evidence   is 
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4 
^        developed  indicating  violations   of  Federal  or  State   law,    the 

2  testimony  given  here   may  be  used  against  you   in  any  State   or 

3  Federal   proceedings.      Do  you  understand   that? 

4  MS.   VIUNIIR:     Yes,   sir.  .. 

5  MR,   SHRINO:     You  may   refuse   to  answer  any  questions-, 

6  the   answer  to  which  you  believe  may   incriminate  you.      06  you. v^ 

7  understand  that?  ^      .-'r^.-- 

8  MS.  VIENER:      Yes,   sir. 

9  MR.  SERINO:  You  may  be  represented  by  counsel. 
Mr.  Balamut  is  here.   I  have  indicated  earlier  that  counsel 
for  the  bank  cannot  be  present,  however,  Mr.  Balamut  indicated 
that  he  is  your  counsel  at  this  time,  is  that  correct? 

MS.  VIENER:  Yes,  sir. 

MR.  SERINO:  You  understand  that  any  time  you  wish 
to  consult  with  counsel  you  may  speak  with  him,  do  you  under- 
stand that? 

MS.  VIENER:  Yes,  sir. 

MR.  SERINO:   If  at  any  time  you  feel  the  need  to 
consult  with  an  attorney,  or  wish  to  take  a  break,  you  may 
notify  me,  and  I  will  stop  the  proceeding,  and  you  can  leave,' 
do  you  understand  that?  *?*.'-.: 

MS.  VIENER:   Yes,  sir. 

MR.  SERINO:   Understanding  the  foregoing,  do  you 
wish  to  proceed? 

MS.   VIENER:     Yes,   sir. 
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,  Mk.    SilRINO:      Will  you  swear   the  witness? 

2  Where  up  on  y 

3  BETSY   JO  VIENER 
.       was   called  as   a  witness   and,  having  been   first  duly  sworn  by 

the  notary  public »  was  examined   and  testified  as   follows 
EXAMINATION   BY  COUNSEL   FOR  THE   COMPTROLLER 
BY  MR.    SERINO 

Q         How  are  you  presently  employed? 

A         I    am  a  Vice  President   in  the  Southern  District  of 
the  National  Division,    responsible   for  our  business  in  Georgia, 
Alabama  and  Mississippi 

Q         And  when  you  say  national  division,   what  do  you 
mean  by   that? 

A         Everything   that  our  bank  does   in   that  area^that 
includes   correspondent  bank  relationships,   and  corporate 
relationships 

Q         How  long  have  you  held  that  position? 

A  I  have  been  in  the  national  division  for  about  seven 
years.  I  have  been  a  Vice  President  for  two  and  a  half  years, 
I  believe 

Q  In  that  position,  what   are  your  general   functions? 

A         To  oversee   the  existing  relationships  we  have,   to 
develop  new  business,    to  be  responsible   for   the   --  both  the 
credit   and  non-credit  services   we  provide,   of   the  correspondent 
bank  and   for  our  corporate   customers 
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1  j      Q.    Do  your  duties  tie  the  correspondent  business  to 

2  loan  transactions? 

3  A    I  am  sorry? 

4  I      Q    Are  you  responsible,  both  for  the  making  of  loans  /  'I 

5  to  individuals,  and  also  the  concern  with  the  corresppnd^itt  ,•  :. 

6  business  of  banks?  vT*^?^'. 

7  A    My  responsibilities  would  include  any  business  that 
3   is  generated  in  the  three  States  that  I  mentioned.  So  both 

9   a  personal  nature  or  a  business  nature,  and  business  could  be 
other  banks,  or  industry. 

Q    Who  do  you  report  to? 

A    I  report  to  Mr.  Bruce  Brougham,  who  is  the  District 
Head  of  the  Southern  District. 

Q    What  type  of  committees  are  established  in  the  bank 
for  handling  the  credit  analysis  and  the  making  of  loans? 
A    May  I  ask  a  question  about  that? 
Q    Yes. 

MR.  BALAMUT:   Let  me  go  off  the  record. 
MR.  SERINO:   You  can  clarify  it  on  the  record,  no 
problem. 

THE  WITNESS:   Can  I  go  off  the  record  to  ask  a 
question? 

MR.  SERINO:   Yes. 

THE  WITNESS:   Or  does  it  all  go  on  any  way? 

MR.  SERINO:   Off  the  record. 
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•  !  (Discussion  off  the  record.) 

2  MR.  SERINO:   On  the  record. 

BY  MR.  SHRINO: 

4  Q         Are  you  aware  of   the   makin^^  of  loans   in  this  bank? 

5  A  Yes,   I   am. 

6  Q    How  are  loans  processed  in  Manufacturers  Hanover? 

7  A    A  request  would  come  into  the  bank,  it  would  be 

8  discussed,  reviewed,  received  by  --  if  it  is  within  my  ter- 

9  ritory  --  well,  assume  right  now  one  in  the  State  of  Georgia, 

10  perhaps,  with  the  members  of  my  unit,  and  Bruce  Broughaa. 

11  Depending  upon  the  dollar  amount  of  the  loan,  and  perhaps  the 
type  of  loan,  it  will  be  discussed  at  various  senior  levels. 

Our  Senior  Vice  President,  the  Executive  Vice 
President  of  the  National  Division,  and  general  loan  office!?,. 
who  are  the  Vice  Chairmen,  and  so  forth,  of  the  bank. 

As  I  said,  that  depends  on  the  dollar  level  of  the 
loan,  and  if  there  are  certain  unusual  circumstances  about  the 
loan,  that  would  make  it  a  policy  matter. 

Q    Mfhat  is  the  Money  Committee  of  the  bank? 

A    The  Money  Committee  is  the  group  that  reviews  the 
pricing,  that  reviews  the  pricing  of  the  loan.   Once  credit 
approval  is  received,  according  to  the  basis  that  I  was  just 
mentioning,  the  various  authority  routes  for  credit  approval, 
for  the  amount  of  the  loan,  then  the  loan  has  to  be  presented 
to  our  Money  Committee,  which  --  off  the  record  --  how  did  I 
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start  the  beginning  of  the  sentence? 

2  (The  pertinent  portion  of  the  record,  as  recorded, 

3  I      was  read  by  the  reporter.) 

4  THE  WITNESS:  Which  reviews  loans  for  pricing,  in  .. 

5  an  attempt  to  have  a  consistent  --to  have  consistent  prldisg: 

v   ••   ^-^'      ■^ 

6  throughout   the  bank.  «.        .'^^^'. 

7  It  is  not  a  credit   function  that  tliey  oversee,- but 

8  simply  the   review   froia  the  standpoint  of  pricing. 

9  MR.   IIBIMANN:     You  mentioned  before   that  certain 
offices  have  certain  authorities  for  lending  prior  to  going  on 
to   the  next  higher  authority.      Could  you  outline  for  us  what 
those   levels   of  authority   are? 

For  example,  what  amount  of  loan  could  you  grant 
without  going  to  a  higher  credit  committee,    and  how  does   it 
work  throughout  the  institution? 

THE  WITNESS:     I    could  not  give  you  just  straight- 
off-the-top  of  my  head  the   lending   limits   that  we  have. 

We  have  a  published  list  of  lending  authority   for 


Vice  President  with  credit  responsibility,  district  heads,, 
senior  vice  president,  and  so  forth.  Everything  that  WcT  do  .; 
in  the  National  Division  is  of  a  size  that  requires  more  than 
one  person's   approval.      At  least   at  our  --    at  my  level. 

So   I   have  never  been   in  a  position  of  having   to  be 
strictly   familiar  with  what  my   limit   is.      There   is  nothing 
that   I  have  ever  been  associated  with  in  the  National   Division 
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1  that  would  be   allowable  by  myself. 

2  I  MR.    HEIMVNN:      In  other  words,  you  never  had   the 

3  authority    to  grant   the   loan  without   further  review,  at  least 

4  up   to  this  stage   in  your  career? 

5  THE  WITNESS:      That,    as   it  happens,   everything  iij".  -   .  ; 

6  the  National   Division   is   done  by  group   review,    just  as^  a  chec)c 

7  and  balance  system,   everything  is   discussed  very  auch  within*^" 
3       a  unit,  within   the  District,    and  so  forth.     We   do  review   the 

9       list  when   there  are  sizable   loans,    to  see  whether  we  need  a 
general   loan  officer,  or  just   the  Executive  Vice  President, 
or  whether  it   can  be  done  with  my  signature,   and  the  District 
Head's   signature,   something   like   that,   so  we  do   review  it  when 
we  put   loans   on,  but  I   can  guess   at   levels,   but   I   couldn't 
give  you  the  exact   levels   that  are  necessary   for  individual 
dollar  amounts • 

MR.  HEIMANN:  Thank  you. 
BY  MR.  SERINO: 

Q    You  say  the  function  of  the  money  committee  is  the 
pricing  of  the  loan,  is  that  correct? 

A    That  is  right,  "      .•.:^j 

Q    What  do  you  mean  by  pricing  of  the  loan?  What  wouldt 
the  committee  consider  in  the  pricing  of  a  loan? 

A    The  money  committee,  as  I  said,  receives  the  loan, 
or  has  the  presentation  of  the  loan,  after  credit  approval 
has  been  received.   They  would  review  the  interest  rate,  the 
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1  balance  arrangements,  if  any,  affiliated  relationships,  if 

2  relevant. 

3  MR.   SERINO:      Wh/   don*t  we  mark   this   docunent  as 

4  C  of  C  Nuniber   1? 

5  (The  document  referred  to  was  narked 

6  for  identification  as  C  of  CiExhibiV. 

7  No.  1.) 

8  BY  MR.  SERINO: 

9  Q    Would  you  identify  that  document? 

10       A    That  is  an  example  of  our  money  committee  sheet. 
Q    What  is  that  particular  document? 

A    This  is  the  money  committee  sheet  for  the  presenta- 
tion of  the  loan  to  Mr.  Bert  Lance  on  April  24,  19 7S. 

Q    Who  would  have  prepared  that  particular  sheet? 
A    I  prepared  this  sheet. 

Q    How  do  you  know  you  prepared  this  sheet? 
A    I  signed  it,  and  my  name  is  indicated  on  it. 
Q    Is  this  the  document  which  is  presented  to  the  money 
committee  so  they  may  decide  on  whether  or  not  to  authorize  a 
particular  extension  of  credit? 

A    Whether  they  would  approve  -- 

MR.  BALAMUT:   Can  I  go  off  the  record  a  minute? 
MR.  SERINO:   Yes. 
(Discussion  off  the  record.) 
MR.  SERINO:   Back  on  the  record. 
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1  BY  MR.    SERIiNO: 

2  Q  The   function  of  the   money   committee   is    to  •-    correct 

3  me   if   I   am  wrong  --   but  is   to   assure  that  the  bank  uses   its 

4  dollars   and  obtains   the  best  return  on  its   dollars »  is    that 

5  correct?  •  ^^ "., 
JL  A  That  is  correct.  ■>•  * 
y                 Q         So  that  the  evaluation  of  a  particular  loan  by  the 

g       money   committee  would  depend  significantly  on  the  rate  of 
y       return   that  it  is   receiving »   is   that  correct »   that   the  bank 
is    receiving? 

A         Significantly y  was   that  the  word  you  used?        You 
said  it  depends  significantly   on  it? 

Q         Yes. 

A         Yes,   that  is   true, 

Q  Now,  when  you  have  discussions  among  your  group  in 
the  National  Division  concerning  loans,  do  you  priepare  memo- 
randum concerning  those  discussions? 

A    Yes,  we  do. 

Q         I  draw  your  attention   to  the  spring  of  1975,   and 
ask  you  if  you  recall   the   first  contact  you  had  concerning  a  ~ 
loan  being  made  to  Mr.    Bert  Lance.      Do  you  have  any  recollecti<|n 
of   that  particular  loan,    and  when  you   first  became  aware  of 
it? 

A  I   was  out  of  the  bank  when  Mr.    Lance   originally 

cane  in   to  discuss   the   loan.      I    imagine   I  was   on   a  business 


10 
11 
12 
13 
14 
15 
16 
17 
IB 
19 
20 
21 
22 
73 
24 
25 


Digitized  by 


Google 


1103 

12 

trip,  I  am  quite  sure  that  I  was.  My  first  knowledge  of  it 
was  upon  returning  from  the  trip,  and  being  updated  on  those 
activities,  which  transpired  in  my  absence,  whicli  involved  lay 
territory,  .      .  .- 

MR.  SERINO:  I  show  you  a  document  which  we  will 
mark  C  of  C  Number  2,  dated  April  16,  1975,  and  ask  you  if 
you  can  identify  that  particular  document, 

(The  document  referred  to  was  marked 
for  identification  as  C  of  C  Hxhibit 
No.  2.) 
THE  WITNESS:  Yes,  this  is  the  memo  that  was  written 
by  Tom  Cerwin,  discussing  the  original  visits  by  Mr.  Bert 
Lance,  and  Mr.  King  Cleveland. 
BY  MR.  SERINO: 
Q    What  does  that  document'  reflect  as  far  as  the  dates 
of  the  visits? 

A    The  visit  was  on  April  16,  1975« 
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1  Q    You  indicated  that  you  were  out  of  town  at  the  time  j 

2  of  that  particular  visit? 

3  j       A    That  is  correct. 

4  Q    VJould  you  have  been  present  at  that  particvilar  meet~ 

5  ing? 

6  I       A    Yes,  I  would  have  had  I  been  in  town. 

7  Q    \^at  was  the  purpose  of  that  particular  meeting  on 
April  16,  1975? 

9        A    The  purpose  was  to  discuss  Hr.  Lance's  interest  in 
)0   our  making  a  loan   to  him  in  the  range  of  $2,253  million  to 
1^   $3.25  million  for  the  purpose  of  purchasing  up  to  approximately 
180,000  shares  of  the  National  Bank  of  Georgia. 

Q    Who  would  be  present  at  those  meetings  from  the 
National  Division  as  a  normal  course  of  bank  business? 

A    As  a  matter  of  course,  if  a  customer  comes  in  to  dis 
cuss  a  ban  request,  the  District  head  would  be  present. 
Q    That  is  Mr.  Brougham? 

A    That  is  Mr.  Brougham.   Tom  Gerwin  very  likely  would 
be  present.   He  is  functioning  as  Assistant  District  Head,  and 
was  at  this  time.   I  take   that  back.  Mr.  Gerwin  is  presently 
Assistant  District  Head.   At  the  time,  he  may  have  been  head  o:' 
the  Florida  Unit  while  I  was  head  of  the  other  three  states 
that  I  mentioned. 

In  my  absence,  he  attended  the  meeting.   I  am  not 
really  sure  of  the  chronology  whether  or  not  I  was  Assistant 
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'  i  District  Head  at  that  time  or  just  since  I  was  absent  he 

^    intended  to  help  in  my  place. 

3  Q    Who  was  the  Assistant  District  Head  at  that  time? 

4  A    There  was  not.   It  is  a  new  development  in  the  systen, 

-  .'•'•;".''.—«• 

5  and  I  aw  not  sure  it  had  taken  place  by  that  date.   I  don't;  "^. 

-  i-l" " "  '  ' 

6  believe  it  had. 

^  All  right.   So  if  there  is  an  Asslsteuit  District  Hea^, 

8  it  would  be  appropriate  for  that  person  to  be  present'.   Then 

9  whatever  members  of  the  unit  that  is  responsible  for  the  state 

10  from  which  the  loem  would  be  coming. 

11  Q    You  were  not  present  at  that  particular  meeting,  how  • 

12  ever,  is  that  correct? 

13  A    That  is  right. 

14  Q    Do  you  have  any  independent  recollection  of  that 

15  meeting  of  April  16,  1975,  from  information  you  received  8ub~ 
1^   sequent  to  that  meeting? 
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Have  you  reviewed  the  —  previous  to  this  meeting 


y^       here  today,  the  April  16,  1975,  memorandum? 


A    Oh,  absolutely. 

Q    Can  you  relate  briefly  the  contents  of  that  memo  and 
your  knowledge,  where  you  learned  the  information  concerning 
that  particular  meeting? 

A    Off  the  record  —  may  I  take  a  moment  just  to  look  a1 
it? 

Q    Yes,  please. 
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1  (Off  the  rscord.) 

2  MR.  SERINO:   Back  on  the  record. 

3  BY  MR.  SERINO: 
Q    Let  me  get  more  specific  on  the  particular  transact 

5   tion.  '  /-J 

■  '^i 

4  In  paragraph  —  if  you  look  on  the  second  page,  t&^l 

7  third  paragraph  from  the  bottom,  there  is  a  statement  that  Mr. 

8  nrougham  explained  to  Mr.  Lance  our  policy  of  not  lending 

9  against  more  than  10  percent  of  the  bank  stock,  and  also  our 

10  policy  of  not  doing  acquisition  loans. 

11  Could  you  explain  for  us  vhat  that  policy  is,  the 
)2       bank's  policy? 

I)  HR.   IIEINMANN:   Or  was. 

BY  MR.  SERINO: 
0    Or  was  at  that  time. 

A  Well,  as  stated  here,  any  decision  on  our  bank's  par: 
to  make  an  acquisition  loem  or  to  land  against  more  than  10 
percent  of  the  bank  stock  is  what  vw  consider  a  policy  loaa 
which  means  it  has  to  be  approved  by  the  senior  lending  author- > 
ity  of  the  bank. 


MR.  HEINMANN:  Who  is  that  senior  lending  author!^? 
THE  WITOESS:   In  April  1957,  it  was  Mr.  Woodruff, 
the  Vice  Chairman. 

BY  MR.  SERINO: 
0    This  loan  qualified  for  his  approval  because  of  that 
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fact? 

A    Because  in  two  aspects  it  was  a  request  that  is  con^ 
sidered  a  policy  matter.  That  is  not  —  this  phrase  does  not 
state  nor  was  it  the  case  that  these  loans  were  never 


is  just  simply  that  it  is  not  our  policy,  which  ineana  itL  ha«j;''  ^ 

•  ■■  •  ••»■?.  *"^"eS^'  r 

to  be  discussed  at  the  highest  lending  authority  level  at  tne 

•'  --■••«* 

bank. 

Q    Okay . 

I  draw  your  attention  to  the  last  paragraph  on  that 
memorandum.  If  you  would  read  that,  please. 

A    Yes. 

0    Do  you  have  any   recollection  of  discussing  the  cor- 
respondent business  of  National  Bank  of  Georgia  with  Mr. 
Brougham  or  Mr.  Gerwin  subsequent  to  April  16,  1975? 

A    Discussing  in  what  way? 

Q    Discussing  the  possibility  of  obtaining  the  business 
of  National  Bank  of  Georgia  from  City  Bank. 

A    Yes,  I  do. 

0    What  was  the  nature  of  your  discussions? 

A    Because  Mr.  Lance  had  joined*  National  Bank  of  Georgli 
and  had  been  a  friend  of  ours  for  years  through  our 'relatlonshl  p 
with  Calhoun  First  National  Bank  in  Calhoun,  Georgia,  we  looke< 
forward  to  the  possibility  of  redeveloping  a  relationship  with 
National  Bank  of  Georgia.   It  had  been  on  our  books  for  a  few 
years  and  had  been  a  relatively  small  account,  had  eventually 
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1  closed  in  1973. 

i 

2  But  with  Mr.  Lance  joining  the  bank,  we  hoped  that 

3  we  would  be  able  to  develop  an  ongoing  correspondent  relation- 

4  ship  with  that  bank ,   and  we  were  very  excited  at  the  time  of  ; 

5  the  prospects  of  having  an  opportunity  to  do  business  witH.  *:  ;; 

6  them.  *  •  V.. -'' 

7  MR.  BALAMUT:  Excuse  me. 

8  Don't  you  want  to  identify  the  bank? 

9  THE  WITNESS:  With  the  National  Bank  of  Georgia. 

10  BY  MR.  SERINO: 

11  0    Following  the  meeting  of  April  16,  1975,  did  you  hav^ 
further  discussions  with  Mr.-  Brougham  or  anyone  else  concerning 
the  making  of  that  particular  loan,  and  I  will  show  you  two 
documents,  one  that  I  showed  you  earlier,  which  is  marked 
CC  No.  1,  and  I  will  mark  —  which  is  dated  April  24,  1975,  anji 
X  will  also  show  you  a  document  which  I  will  identify  as  CC  Mo 
3,  which  is  a  memorandum,  also  dated  April  24,  1975,  and  ask 
you  if  you  are  familiar  with  both  those  doctments. 

(The  document  referred  to  was 


'5P 

marked  for  identification  aa 
20 


marked  for  identification  as    -^i- 


Exhibit  No.  CC  3.)         »  -*-^^ 

THE  WITNESS :      Yes,    I   am. 
22 

BY  MR.    SERINO: 
23 

Q    Would  you  tell  me,  please,  which  document  came  firsts 
24 

CC  No.  1  or  CC  No.  3? 
25 
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! 
^  \  A    CC  No.  1,  our  Loan  Comrnittee  presentation  preceded 

2  I  CC  no.  3,  which  is  —  I  assume  the  next  question  is  going  to 

3  j  be  what  was  CC  No.  3?  Shall  I  continue  to  tell  you? 

4  Q    Yes. 

A    A  nesBorandum  docuinenting  the  presentAtion  to  thm  ho^n 
CORsaittee  as  well  as  —  and  nore  specifically  why  it  v«p.  ozm*'} 
ated  was  to  indicate  certain  considerations  that  bad  bisen  dis* 
o   cussed  with  Mr.  Lance  that  were  necessary  for  oor  wtf^ing  "" 
9       our   agreeing  to  sake  the  loan,  although  the  —  bsd  been 

10  approved  by  the  Mooey  Coamittee,  it  was  Bruce  Broogbss  eowmuti' 

11  icated  to  Kr.  Lance  that  there  were  other  cowider tions  tb«t 

12  had  to  be  coiiplied  with  before  the  loan  woold  be  aede,  and  Hr, 
O   Lance  folly  aoo^ted  and  agreed  to  ooaply  witb  tfto^r  eommiAmxm 

tions. 

Q         m»  was  oa  the  Hooey  Co—fttes  00  or  sfeovt  A^ril  24 
19757 

A        Tbe  Hooey  Cc— iUff  is  atade  ^p  of  tine  seaaior  l^eodiag 
c»ffioexs  of  tibe  baak«     I  caanot  tell  yoo  cxac^lj  efee  was 
pxjjia.t  at  tkat  tmrt*^       Tfcey  ere  aoe  all  pr'rseaC  raery  ^egr* 
It  is  a  dally  aeetiag. 

Q         I  i»oeld  like  to  f  !«>«  one.     Is  tiM^oe  sons  «sr  >©•  ««•, 


22 

jj  A         T«s,  J  caa  oerteisiy  fi*^  <«^'  . 

C         «»  -e  «f»  tArr^ni^  4-^r*  t4>daT^  •^'ttl^  J^  ^^^  <**-      j 
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'     (   A    I  would  be  happy  to.  j 

2  Q    You  indicated  earlier  that  you  had  prepared  this 

3  interoffice  letter,  dated  April  24,  1975,  is  that  correct? 

4  A    That  is  correct.  *  - 

5  Q    Where  did  you  get  the  information  to  insert  in  '^at 

6  particular  memorandum? 

7  MR.  HEINMANN :   Which  memorandum? 

8  MR.  SERINO:   CC  1,  the  interoffice  letter.  ^ 

9  THE  WITNESS:  From  discussions  with  Bruce  Brougham 
10   and  I  imagine  Tom  Gerwin,  who  had  been  present  at  the  meeting, 

and  our  assessment  of  the  overall  situation. 
BY  MR.  SERINO: 

Q    This  document,  is  it  correct,  was  put  together  after 
the  credit  approval  was,  given  on  the  particular  loan,  is  that 
correct? 

A    That  is  correct. 

Q    Was  this  information  —  excuse  me,  go  ahead. 

A    I  might  add  that  in  this  particiilar  case,  since  credit 
approval  had  been  received  by  the  senior  lending  officer  of  ttu  \ 


bank,  because  of  the  policy  nature  of  the  loan,  the  presenta*^ 
tion  to  the  Money  Committee  was  routine  but  not  necessary  for 
approval  of  the  loan.  ^\- 

Once  approval  is  received  by  the  Senior  Credit  Office  x 
of  the  bank,  it  is  just  a  normality  to  have  the  presentation 
of  the  Money  Committee. 
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20 

MR.  HEINMANN:  I  would  like  to  try  to  understand  that 

2  BY  MR.  HEINMANN: 

3  Q    The  process  would  be  that  the  Credit  CoDBiittee  would 

4  approve  the  loan?  ^  . 

5  A    That  is  right.  '\,\-ly 


6  0    Then  it  goes  to  the  Money  Conmittee  for  the  reasons^ 

7  outlined  before,  in  a  sense  an  allocation  of  capital  as*  to' 

8  whether  or  not,  at  that  particular  moment,  -the  —  in  the  bank 'it 

9  lending  practices,  whether  or: not  the  money  bank  chose  to  lend 

10  that  money  to  the  recipient  at  the  return  indicated,  if  you 

11  will,  in  the  document  which  is  presented  to  the  Money  Comnittei  i 

12  for  their  approval 

13  Is  that  more  or  less  the  way  it  works? 


A    That  is  how  it  works,  said   it  is  not  more  or  less. 

In  most  cases,  that  is  absolutely  how  it  works.  In 
a  case  %ihere  a  loan  requires  approval  by  the  senior  lending 
authority  of  the  bank,  that  also  carries  with  it  the  approval 
of  pricing  allocation  2uid  so  forth. 

Q    Let  me  say  it  a  different  way. 

That  if  it  required  the  approval  of  the  senior  lend^ 
inq  official  of  the  bank,  that  approval  vrould  be  given  prior  tit 
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its  going  to  the  Money  Conmittee? 
22 

A    That  is  correct 
23 

Q    So  they  knew  it  wasn't  an  academic  exercise.  First, 
24 

you  would  have  the  approval  of  the  Senior  Lending  Officer  to 
25 


Digitized  by 


Google 


1 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
1$ 
H 
17 

» 

If 

m 

21 
22 
2S 
M 
2S 


1112 


21     : 

i 

go  to  the  Money  Coramittea,  and  since  they  have  the  approval,  j 
they  make  the  allocation  judgment  rather  than  the  credit  or 
policy  judgment,  is  that  it? 

I  am  not  tjrying  to  put  words  in  your  mouth.   I  a&. 
just  trying  to  understand  what  would  happen. 

A    The  normal  pattern  is  for  a  loan  to  receive  credit:' 
approval ,  and  then  to  be  presented  to  the  Money  Committee  fbir ' 
allocation  approval.  Both  separate  activities,  approval  of 
both  necessary  to  conanit  to  the  loan. 

In  a  case  where  a  loan  requires  credit  approval  of 
the  senior  lending  authority  of  the  bank,  that  carries  with  It 
the  overall  approval,  both  on  a  credit  and  allocation  basis. 

so  subsequent  presentation  at  the  Money  Comnlttee  is 
in  that  case,  a  formality. 

MR.  HEINMANN:  Off  the  record  for  a  second. 

(Discussion  off  the  record.) 

MR.  SERINO:   Let  us  go  back  on  the  record. 

BY  MR.  SERINO: 
Q         Would  you  explain  for  the  record  specifically  how, 
one^  the  credit  approval  was  obtained  for  this  particular  loan 
and  from  whom? 

A    After  the  loan  request  on  April  16,  between  then  and. 
April  24,  the  loan  was  discussed  with  James  Magee,  %rho  is  a 
Vice  President  in  our  Corporate  Finance  Group  with  responsibil- 
ity for  bank  holding  companies  and  banks,  banks  and  bank'holdiig 
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22 

companies,  as  a  staff  group,  to  advise  us  in  the  lending  to 
and  maintenance  of  our  hank   and  banking  holding  company  rela* 
tionships,  in  an  effort  to  determine  the  value  of  the  collateral 
that  we  would  be  receiving  against  the  requested  loan,       -  |. 
I  don't  remember  exactly,  but  I  imagine  that  was  ..^_^ 
done  prior  to  any  further  discussion  with  any  seniorf.of f ic^rsf' 
It  was  discussed  with  Mr.  Llewellyn  Jenkins,  who  is  Ebcecutive 
Vice  President  of  the  National  Division,  and  discuased  with 
Mr.  Charles  Woodruff,  Vice  Chairman,  all  in  accordance  %ritti 
normal  procedure  for  any  loan  except  for  the  inclusion  of  Mr. 
Woodruff,  which  was  because  of  the  policy,  nature  of  the  loan, 
as  I  mentioned. 
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23        I 

I 
\  Q  When  presenting  them  the   facts,    did  you  disclose    to 

2  them  all   of   the   facts   which   are   reflected   in  C  of  C  Number  1, 

3  exhibit   dated  April  24,   1975,    the   inter-office  letter? 

4  MR.   BALiXMUT:     Off   the    record. 

5  (Discussion  off   the  record.)  '  *    :  ^ 

6  MK.    SERINO:      Back  on  the   record. 

7  BY  MR.   SERINO: 

8  Q         Le.t  me   try   to  make  my  questions    a  little  more 

9  succinctly. 

10  Who  presented  the  loan  to  the  individuals  you  just 

11  mentioned;  Mr*   Magee,  Mr.   Jenkins   and  Mr«   Woodruff,   for  their 
consideration? 

A         Okay • 

As  far  as  Mr.  Magee  is  concerned,  the  loan  was  not 
presented  to  him.  He  was  asked  to  review  the  National  Bank 
of  Georgia,  and  as  a  matter  of  fact,  the  Calhoun  First  Nationa] 
Bank,  because  we  anticipated  receiving  some  stuff  from  them 
as  well.   But  specifically,  the  National  Rank  of  Georgia, 
since  --  if  we  were  to  make  the  loan,  the  stock  received 
would  be  by  Mr.  Lance,  in  the  purchase  of  the  bank,  would  be 
given  to  us  as  collateral  for  the  loan. 

Mr.  Magee  was  not  involved  on  any  basis,  but  deter- 
mining whether  the  value  of  the  stock  was  as  we  were  told  it 
would  be,  and  whether  it  would  be  satisfactory  collateral  for 
us  for  this  particular  loan. 
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1  Regarding  the  presentation  to  Mr.  Jenkins  and  Mr. 

2  Woodruff,  the  request  was  'discussed  --  wait  a  minute. 

3  Your  question  was  who  presented  it  to  them? 

4  Q    l^o  presented  it,  and  what  was.  presented  to  thew.l'^ 
A    Bruce  Broughaia  certainly  presented  it.  There,  was  .'^!:v* 

'     ^;.?*^-^^  i 

more   than  --  you  know,   one   discussion,    at  least  with"  Mr.  v^^-''^: 
y       Woodruff.      I   can't  recall  about  Mr.   Jenkins.      I   am  not  sure 
g       whether  I  was  present.      I  may  have  been  present   a^ 'one  or 
y       another.     Tom  Gerwin  may  have. been  present  at   the  initial  one. 
Once  I   returned,  he  stepped  back  into  his  actual 
responsibilities,   and  I   stepped   in.      I   can't  be  sure  whether 
on  some  occasions  Bruce  was   alone,   or  whether   I  was  present 
every  time. 

The   reason  there  would  be  more   than   one  is  sometimes 
questions  would  be   raised,    and  we  would  have   to  go  get  certain 
information  and  come  back.      It  is  a  relatively  informal  pro- 
cess. 

Q         When   the  information  was  presented   to   them,  was   that 
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information  as  reflected  on  the   inter-office   letter  of 


19 1  #*^  :r^-:  •:' 

"  April  24,  197S,  presented  to  them?  ^'      ^I'l.  •  ^ 


MR.  HEIMANN:  You  mean  the  memo  that,  went  to  the 
Money  Committee? 

BY  MR.  SERINO: 
Q    The  memo  that  went  to  the  Money  CommLttee. 
A    No,  sir.  The  fact  of  the  loan  itself,  the  money 
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I  that  was  being  requested,  the  purpose  for  which  it  was  being 
requested,  the  collateral  -that  would  support  it,  the  discuss ioi; 
of  who  Mr,  Lance  was,  how  he  was  known  to  us,  our  relationship 
with  Calhoun  First  National  Bank,  where  he  had  been  President  . 
for  many  years,  these  were  the  subjects  that  were  discussecd*  : 

Q    Okay.  '.  "  :,^' 

1   draw  your  attention  to  the  inter-office  letter 
dated  April  24,  1975,  captioned  "The  Money  Committee  Meeting.*' 
Would  they  have  discussed  with  the  --on  the  credit 
evaluation,  the  rates  of  the  loan  that  was  going  to  be  given 
to  Mr.  Lance? 

A    Right,  and  the  rate  —  I  am  sorry. 

Q    Would  they  also  discuss  the  spread  that  they  would 
be  obtaining  on  that  particular  loan? 

A    Absolutely  not. 

Q    Would  they  discuss  with  the  Credit  Committee  the 
balances  that  would  be  maintained? 

A    When  you  say  Credit  Committee,  you  mean  the  indi- 
vidual discussions  with  Mr.  Jenkins  or  Mr.  Woodruff? 

Q    That  is  correct.  3 

A    When  you  say  would  they,  do  you  mean  in  thispartfc^ 
ular  instance? 

Q    In  this  particular  instance,  did  they? 

A    There  was  no  discussion  of  actual  balances  in  any 
meeting  concerning  the  presentation  of  this  loan,  because  there 
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had  been  no  discussion  as  far  as  I  was  ever  informed,  or  in 
mf   subsequent  association  with  hin,  on  balances. 

We  did,  I  feel  sure,  show  our  enthusiasn  about  the 

♦*         .:■     i 

possibility  of  gaining  relationship  with  National  BaniL  o£^^"  \2i 
Georgia,  because  of   the  fact   that  Mr.   Lance  was  now  at'^'the   .\,2, 


helB  of  it,   and  because  of  our  long  association  with.liiii.^ 
But  as   for  discussing  actual  balances,   certainly  in  response    "^ 
to   the   loan,   there  was  no  discussion. 

I  honestly  don't  even  recall  whether  we  got  into 
that  at  all,  but  if  and  when  we  did,   it  was   in   the  context 
of  the  fact  that  National  Bank  of  Georgia  was   a  regional  bank, 
was  going   to  be  growing   along  with  other  <>eorgia  banks   in  the 
holding  coapany  environaent. 

We  had  close  relationships  with   the  other  Atlanta 


Ij  fl    banks,  and  were  excited  about  the  prospects  -of  having  an 
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opportunity  to  once  again  have  National. Bank  of  Georgia  on 
our  books. 

Q         Okay . 

I  would  like  to  take  you  through  this  int&x.-offlce.  ^ 
letter,  if  I  nay.  -  :  ^  -^^^ 

A         Sure.  ^'V/^S^. 

Q    You  prepared  this  memorandum  as  a  memorandum  to  Mr* 
Brougham,  concerning  his  expected  presentation  to  .the  Money 
Committee,  is  that  correct? 

A    That  is  correct. 
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1  Q  iSow,   you  indicated  earlier   Chat    the  function  of   the 

2  Money   Committee  was   essentially   apprising  of  the   loan  to   deter- 

3  mine  whether  or  not   the  bank's   funds   could  be  expended  most 

4  profitably   through   this  particular  transaction,   is   that  ..^.^.< 

5  correc  t?  ;  -  .  1^0^^ 
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»*.. 


5  A         That  is  correct, 

> 

7  Q         So  that  in  presenting   the  matter  to   the  Money  Con-  " 

g      mittee,    they  would  be   interested  in  things  such  as  rates »   and 
9      what   return  the  bank  was   going  to   receive,   is   that  correct? 

A         That  is   correct. 

Q         Where  did  you  get   the  information  to  put  on   this 
inter-office  letter? 

A  From  --   from  Bruce   Brougham,  Tom  Gerwin,   or  from  his 

memo,   and  our  Southern  District  assessment  of  the  overall 
situation,   and  what  we  anticipated  our  future   to  be,  or  hoped 
our  future  would  be. 

Q  Who  set  the  rates  for  this  particular  loan  that  was 
going  to  be  presented  to  the  Money  Committee,  as  set  forth  in 
your  April   24,  1975  memorandua? 

A  I  don't  know  where  the  rate  was  --  who  the  firsts;  " 
person  was   to  suggest   the  rate,  but  Mr.   Woodruff  apprpved  itu 

21  'i^^'''^','^^ 

I   don't  know  whether  he  said,    all   right,   the   loan  sounds  fine^' 
how  about  a  rate  of  such  and  such,  or  whether  Bruce  presented 
it   to  him  at   that   rate. 

Q  Would  that   rate   -- 
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A         Plus  one-half  for  /ears  one  and  two»   and  prine  plus 
one  for  /ears   three. 

Q         Would  that  rate  have  been  discussed  with  the  borrowe]' 
prior  to  the  discussion  by  the  borrower?  ;;.-- 

MR.   BALAMUT:     Do  you  know  this   to  your  own  fa&owledfi^' 


THE  WITNESS:     Was   there  any  nention  of  the.\Tate  itt ;"' 
that  first  BeB»  by  Mr.   Gerwin? 

8  I  Wi.   HEIMANN:     Is   that  the  April   16th7 

9  I  TliE  WITNESS:     April  16.     This   is   the  only  neno  prior 

10  y   to  the  Doney  presentation. 

11  I  MR.  HEIMANN:     The  C  of  C  3  is   after  the  Meeting. 

12  I  THE  WITNESS:     That  is   right.        I  honestly  don't 

13  I   know. 

14  BY  MR.  SERINO: 
Q    You  indicate  on  that  memorandum*  balances  of  20 

percent  of  the  facility. 
A    Yes. 

Q    Where  did  that  figure »  and  statement,  come  from? 
A    From  our  assessment  of  the  overall  situatioir.  >  .We.-^- 
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2Q  H  felt  that  with  Mr.  Lance  at  the  National  Bank  of  Georgia ,  we 

had  an  excellent  opportunity  of  once  again  developing  'business 

with  that  bank.  We  looked  at  the  bank  as  a  regional  bank,  we 

were  familiar  with  similar  organizations  in  the  State  of 

Georgia,  and  specifically  in  the  City  of  Atlanta,  and  we  felt 

that  doing  business  with  that  bank,  offering  similar  servicing. 
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29 
that  we  offered  to  those  other  banks  that  is  nentioned,  other 
types  of  banks  that  I  mentioned »  we  night  anticipate  a 
relationship  that  could  go  as  high  as  $1  million.  Ne  knew 
they  needed  that  kind  of  account  relationship  somewhere*  .■.. 

Having  always  worked  very  well  with  Mr.  Lance >  and. '}.^ 
knowing  that  we  were  closer  to  him  through  our  relationship.<'jr^ 
than  any  other  bank  in  New  York,  we  saw  no  reason  why  Ve^wottU: 
not  be  in  a  good  competitive  position  to  receive  that  business, 

The  Money  Conmittee  sheet  form  has  a  place  for 
balances,  having  assessed  the  overall  possibilities  of  the 
relationship^  we  could  have  put  zero  there,  and  had  a  foot- 
note. 

In  retrospect,  it  seems  it  would  have  made  consider- 
ably more  sense,  but  for  the  purposes  of  this  presentation, 
knowing  that  it  was  rather  a  formality,  having  already  receive< 
the  credit  approval  from  the  Senior  Lending  Officer,  and 
since  20  percent  is  a  traditional  compensating  balance  receive<l 
for  a  loan,  we  plugged  in,  we  —  I  plugged  in  20  percent, 
thinking  of  an  overall  relationship  that  we  hoped  to  have 
one  day,  not  discussed,  but  we  couldn't  think  of  any ^eaisoiir^' ^ 

why  we  wouldn't  get  it.  '^^^  'ir'.-^- 

>--  ..'t --:->^' : 

It  was  quite  innocent,  perhaps  to  even  think  that 
we  would  have  no  reason  not  to  get  it,  but  we  were  fully 
competitive,  and  could  get  the  services  that  we  needed,  and 
we  loaned  Mr,  --  for  15  or  20  years,  Mr.  Lance. 
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1  Actually,  if  this  were  an  accurate  presentation  o£ 

2  what  we  really  thought,  you  know  we  would  have  put  a  different 

3  percentage,  a  much  higher  percentage,  because  It  had  nothing 

4  to  do  with  the  loan.   It  was  simply  reflective  of  what  we   -"^ 

.       '   ::;>^ 

5  hoped  to  have  of  a  --   in  a  National  Bank  of  Georgia  accouqt;  •'. 

.  .    .  -  !v^.*^- 
^       relationship.  ^"  V>     .^^^ 

J  The  20  percent  merely  reflected  the  customary  figure 

g       that  is  used  as  a  correspondent  bank,   I  mean  as   a  correspondinj ; 
.  P    balance.     So   that  was  put  in. 

Q         Well,  you  say  a  20  percent  balance  is   a  nominal 
compensating  balance. 

Isn"t  it  a  fact  that  when  you  say  a  nominal  compen- 
sating balance,  it  is  normal  that  the  borrower  himself  put  up 
the  balance? 

A         Absolutely,   but  in  this  case  we  --   it  is  difficult 
to  explain,  because  it  absolutely  wasn*t  a  reflection  of  what 
we  felt  was  a  compensating  balance  for  this  specific  loan. 
MR.   BALAMUT:     Excuse  me,  Betsy  Jo,   when  ydu  keep 
referring  to  this   loan,   it  is   going  to  be  easier  for  these 
gentlemen  to  understand  what  you  are  saying  when  you  talk   /    '^ 
about  it 9  Lance" s  loan.     You  can  say  anything  you  want,   but 
it   is   a  little   inartistic  kind  of  testimony  here.     Twenty 
percent  of  the   loan. 

I   think  you  are   trying  to  explain  it,   but  I   thijik 
Mr.   Serine  is   asking  you  the  now  more  specific  question,   and 
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31     ! 
I  I  think  if  /ou  want  to  repeat  the  question.  Bob,  so  that 
Betsy  Jo  can  get  the  flavor  of  it. 
BY  MR.  SERINO: 

Q  Well,  the  question  was,  when  you  speak  of  20  percent 
compensating  balance  loans  as  noainal,  are  you  speaking -aSout*^ 
individuals  who  are  borrowing  money,  and  placing  their  own-  ^ 
funds  as  compensating  balances? 

A  When  we  speak  --  or  when  I  speak  of  a  compensating 
balance,  if  I  were  to  speak  of  a  compensating  balance  for  an 
individual,  I  would  be  speaking  of  it  as  compensation  of  his 
own,  through  his  own  account,  or  whatever* 

Q  That  is  not  what  we  are  speaking  of  here,  though,  is 
it? 

A    That  is  not  what  we  are  speaking  of  here.   It  is 

very  hard  to  --  to  really  express  how  very  arbitrary  this 

particular  percentage  was  at  this  time. 

The  reason  I  said  that  20  percent  is  normal,  and 

therefore  plugged  in,  we  really  felt,  and  as  documented  in  -- 

once  or  twice,  in  the  accompanying  memos,  or  the  related 

memos,  that  we  hoped  to  have  a  relationship  from  the*  National ' 

>  .  .  •   -^^ 
Bank  of  Georgia  now  that  Mr.  Lance  was  there,  of  possibly.,  up 

to  $1  million,  or  some  figure  such  as  that,  based  on  our 

judgment  of  regional  bank  needs  from  a  corresponding  bank  in 

New  York. 

In  an  effort   to   comply  with  the   form,   which  was,   as 
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I  said,  strictl/  a  foraality,   and  after  the  approval  had  already 
been  given,  based  on   the  fact  of  Mr.   Lance *s   request,  which 
were   the  aaount  of  the  loan,   the  tern  of  the  loan,   the  purpose 
of  the   loan,   and  the   repaynent  aethod,   the  rate  of  pria*  plus  ^ 
one-half  for  two  years,   and  priae  plus  one  for  the  third  y^ar 
Ke  filled  in  this  blank  with  —  '^^-^JL 

Q         You  say  we.     Who  do  you  refer  to  as  we? 

A         I   actually  filled  it   in.     The  reason  I  say  we,    is 
having  not  been  present  at  the  original  request,   I  feel   it  is 


10       appropriate  to  state  nost  of  ay  actions  as  being  a  reflection 


of  the  information  I  was  given  froa  ay  associates. 
Q         Being  whoa? 
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33 
A    Messrs.  Brougham  and  Gerwin,  and  I  can  only  s-fca-be 

that  neither  one  of  them  ever  told  ne  that  any  balance  arrangi 
ment  had  ever  been  made  or  even  discussed.  And  the  only  atti- 
tude that  was  prevailing  concerning  balances  was  the  general  • 

enthusiasm  in  the  District  for  the  possibility  of  developnentr: 

■  ■  "■  f* 

■  ■  ""<r  •' 
of  a  relationship  with  National  Bank- of  Georgia,  separatft  anid^^ 

apart  from*  the  coincidence  of  Mr.  Lance  needing  a  personal 

loan  at  this  particular  point' in.  time. 

It  is  very  difficult  to  explain  because  that  is 
actually  how  it  all  transpired. 

But,  in  complying  with  the  form,  it  does  suggest,  as 
you  rightly* note,  that  20  percent  of  the^  facili^  would  be 
from  Mr.  Lance.  That  is  what  we  would  expect  if  this  had  been 
an  actual  commitment  under  the  terms  o£  the  loan.  It  waa  not. 

The   mention  here  of  balances  dash  20  percent  of 
facility  is  merely  a  reflection  of  what  we  thought  was  a  *- 
affiliated  relationship.   But,  in  no  way,  condition  of  the 
loan  or*  relative  to  the  loan  in  terms  of  whether  or  not  it  was 
to  be  approved. 

Q    Hell,  excuse  me,  but  earlier  you  indicated  that  on»v' 
of  the  terms  would  be  considered  by  the  Money  Committee  would; 
in  fact,  be  the  balances  maintedned  in  their  pricing  of  the 
loan.   So  it  would  seem  to  me  that  that  would  be  a  pretty 
important  thing  for  them,  not  only  to  have  the  rate  of  return, 
but  also  what  balamces  were  going  to  be  in  existence,  is  that 
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54 
correct? 

A    Ordinarily,  a  loan,  you  ask  what  the  Money  Committee 
would  review  and  balances  to  the  extent  that  there  are  or  are 
not  any,  are  a  consideration  by  the  Money  Committee.     -'.1'-  -: 

In  this  particular  caise,  as  Z  mentioned,  approval  )iai  I 
been  received  from  the  senior  lending  authority  of  thft.baijc  ^., 
and  the  presentation  at  the  Money  Conmittee  was  sinply^a  for- 
mality. 

0    Did  the  senior  lending  authority,  Mr.  Woodruff,  I 


10   assume  — 
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A    Right. 

Q    Was  he  aware  of  the  20  percent  facility  condition? 
A    It  was  not  a  condition. 

Q    A  fact,  as  indicated  here,  that  there  would  be  balan^i 
of  20  percent  of  the  facility? 

MR.  BALAMUTz   Just  a  second. 

You  are  entitled  to  say  —  the  way  he  phrased  the 
question,  that  is  not  a  fact  of  that  loan  to  Mr.  Lance. 
BY  MR.  SERINO: 
Q    Let  me  rephrase  the  question.  ..£"•' 

When  the  loan  was  presented  to  Mr.  W6odruff,  was  heV 
aware  that  there  would,  in  fact,  be  balances  of  20  percent  of 
the  facility? 

A    There  was  no  —  I  am  sorry.   I  should  say  exactly 
that  ~ 
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1  Q  Read  ray  question  back 

2  (The  pending  ques-tion,   as  recorded,  was  read  by  the 

3  reporter.) 

4  THE  WITNESS:  Mr.  Woodruff  was  not  aware  that  there 

5  i^ould  be  balances  of  20  percent  of  the  facility  since-  that,  was 

6  not  a  condition  of  the  loan,  and  it  was  no  —  in  no  way.  con-  ' 

7  sidered  one  of  the  terras  of  the  loan. 

8  BY  MR.  SERINO 

9  Q    Is  it  your  testimony  here  today  that  the  figure  "20 

10  percent  of  facility"  as  reflected  in  the  interoffice  letter, 

11  was  placed  there  by  yourself  without  being  directed  to  place 
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it  there  by  anyone  else? 

A    No,  that  is  not  my  testimony. 

My  testimony  is  that  I  created  the  Money  Coiraaittee 
shCMt,  actually  creation  is  probably  a  good  word  since  it  does 
contain  a  certain  amount  of  imagination  in  this  particular 
instance. 

As  a  result,  and  with  the  help  of  Mr.  Brougham,  and 
possibly  Mr.  Gerwin,  I  keep  saying  that  because  I  am^  notLv — rlf 
there  were  any   confusion  or  misunderstanding,  I  certainly,  spc^ t 
to  him  because  he  had  been  at  the  original  meeting.   But,  as-r 
said  before,  he  did  not  participate  in  any  ongoing  discussions 
or  review  presentation,  of  this  particular  loan. 

In  our  discussion  of  what  we  anticipated' as- an  ongoiig 
relationship,  we  were  very  hopeful  of  having  a  relationship  wiih 
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1  National  Bank  of  Georgia.   If  tre  were  able  to  develop  a  re  la 

2  tionship  with  them,  we  thought  that  rela^onship  couJld  grov  to 

3  be  one  of  possibly  $1  nillioo. 

4  In  an  effort  to  reflect  that  in  sone  manner,  to  show 

»r.'     '  .  -  i 

5  affiliated  r«latlon9hlpa  and  affiliated  relationships  simply 

6  relate  any  other  business  that  may  at  some  point  in  tlae  Im-^^ 

7  helpful  to  anybody  reviewing  a  particular  situation  and  have 

8  nothing  to  do  necessarily  with  correspondent  balances  pr  ai^ 

9  I  3cind  of  other  lending  consideration. 

10  n  In  an  effort  to  reflect  %»hat  we  hoped  %rottld  bs  an 

affiliate  relationship »  we  indicated  a  portion  of  what  we 
thought  balances  may  be  in  the  National  Bank  of  Georgia  accoun 
if  we  were  able  to  secure  our  relationship  with  the  Katignol 
Bank  of  Georgia. 

0    Is  it  your  testimony  also  that  you  had  no  discussion 
with  Mr.  Lance  concerning  the  20  percent  balances? 

A    I  personally  had  no  discussion  with  Mr.  Lanc^e  con- 
cerning the  *-  concerning  balances  of  any  form.  And  in  my 


close  association  with  my  colleagues,  idio  also  were  responsibj^i 
for  the  loan,  was  never  aware  of  any  discussion  they  had  with. 
Mr.  Lance  regarding  balances.  ^j- ,.  -^ 

0    So  that  your  statement  here  to  the  Money  Comnittee 
that,  in  fact,  there  would  be  balances  of  20  percent  of  the 
facility,  in  your  testimony  here  today  was  not  a  fact,  is  that 
correct? 


20 
21 
22 
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1  A   ^^at  is  correct. 

2  But  may  I  just  add  to  that  once  again  that  in  this 

3  particular  case  the  Money  Committee  sheet  was  a  formality. 

4  Q    This  is  an  official  document  of  the  bank,  is  that. 

5  correct,  this  interoffice  letter  that  was  presented  to  the  .  ^ 

6  Money  Committee?  '''^< 

7  MR.  BALAMOT:  I  am  not  sure  what  you  mean  by  official 

8  document . 

9  BY  MR.  SERINO: 

10  Q    It  is  a  document  that  is  maintained  where  in  the  ban!:? 

11  A    In  the  file. 

12  Q    Credit  file  for  the  individual  borrower? 
^3       A    It  is  not  a  loan  document  or  maintained  in  the  Loan 
|.   Department.. 

Q    But  it  is,  in  fact,  xetained  in 

A    It  is  an  internal  memorandum.  I  don't  know  how  you 

would  define  official,  but  it  is  no  more  official  than  other 

memorandums,  I  believe. 

Q    In  fact,  it  is  a  document,  is  it  not,  that  the  Hone)r 


Conanittee  has  before  it  when  the  Money  Conmitteer  makes  a  decif^ 
sion  on  a  particular  credit,  is  that  correct?  "^r^ 

A    That  is  correct. 

0    Was  this  document  presented  to  the  Money  Committee? 

A    It  was,  but  in  the  presentation  it  was  noted  that 
this  was  a  formality,  approval  has  been  received  by  Mr.  Woodrujff 
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So  it  was  not  an  official  presentation  to  the  Money  Committee 

V 

but  a  fomzaity  of  the  presentation. 

Q    Here  'you  present  when  it  was  presented  to  the  Money 
Committee?  • '  r  V.- ' 

A    Yes,  I  was. 


Q    Do  you  recall  a  disciisaion  at  that  tine?   '--  '  :r "  ;.^ 


A    There  is  no  discussion  at  the  Money  Committee.   It 
is  just  a  very  simple  relating  of  the  information. 

0    Relating  of  the  information  that  is  on  this  particu- 
lar memo,  is  that  correct? 

A    Not  in  its  entirety,  but  as  much  called  for  in  a  par' 

12  II  ticular  circumstance. 

13  Q  MR.  HEINMANfN :  Does  the  Money  Committee  have  this 
memo  available  to  them? 

THE  WITOESS:  ^  Yes. 

MR.  BEZNMANNt  They  would  look  at  each  one  and  then 
pass  on  to  the  next? 

THE  WIONBSS:   Right. 
BY  MR.  SERIMO: 


Q    Do  you  recall  the  discussion  at  this  particular  Hone]' 

Comiittee  on  this  particular  loan? 

A    I  remember  it  was  no  more  than  about  12  seconds,  but^ 
22 

I  don't  recall  the  actual  conversation.   Bruce  made  the  presen 
23 

tation  —  I  am  sorry,  Bruce  Brougham  made  the  presentation. 

To  the  best  of  my  memory,  it  indicated  that  they  %ren 
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39 
asked  to  make  this  loan  for  the  purchase  of  this  stock  which 

2  would  secure  it,  in  addition  to  other  collateral,  teJcin^  up 

3  whatever  shortfall  we  felt  once  the  actual  dollar  amount  of  tht 
^   loan  was  decided,  what  the  purpose  of  the  —  no,  I  am  sorry « 

5  II  we  don*t  get  into  the  purpose  of  the  floney  Committee;  that...  -^^ 

6  this  rate  had  been  approved,  and  since  it  was  a  policy  loan,' 

7  it  had  been  presented  to  Mr.  Woodruff  and  been  approved. 
8'  And  with  that,  it  was  on  to  the  next  one.   There 
9   were  no  questions  or  discussion. 

10  Q    Was  there  any  discussion  concerning  the  balances? 

11  MR.  DAU^MDT:  Do  you  know  of  your  own  knowledge? 

12  MR.  HEINMMm:  To  your  recollection.- 

13  THE  WITNESS:   I  was  there «  and  I  am  just  trying  to 

14  recall. 

15  TO  the  best  of  my  knowledge,  or  to  the  beat  of  my 
15   recollection,  there  was  absolutely  no  mention  of  balances- 

because,  if  there  had  been,  it  would  have  been  more  than  a 
12'second  presentation.  And  I  remember  that  —  %#ell,  they  are 
all  very  short,  so  this  one  doesn't  stand  out  in  my  mind  for 
that  reason.   But  I  remember  it  was  very,  very  brief,  since -it 


.,   had  already  received  the  approval  and  any  discussion  of 

21  w:*?  t 

balances  would  have  been  that  we  anticipate  and  hope  that  we 
22 

will  be  able  to  develop  a  relationship  with  National  Bank  of 
23 

Georgia,  which  is  the  fifth  largest  bank  in  Atlanta,  and  so 

forth. 
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'  So  that  would  have  nade  it  a  little  bit  longer. 

2  So  I  don't  recall  any  discussion  of  balances . 

3  BY  MR.  SERZNO: 

4  0    On  this  interoffice  letter,  it  indicates  a  spread  of 

5  2.253  percent.  •  *.$6si;j. 
*            How  is  that  figure  obtained?              -*. -Vi"  "i 
7        A    We  have  computer  programs  which  develop,  based  on 

S  cost  of  funds,  the  cost  of  funds  and  the  inves table  possibili- 

9  ties  of  funds  at  a  given  point  in  tine,  based  on  existing  ratei 

10  including  prime  rates  and  so  forth  —  %»hat  was  the  beginning 

11  H  of  the  sentence? 

12  (The  first  part  of  the  ans%fer,  as  recorded,  was 

13  I      read  by  the  reporter.) 

14  TBB  WXniESS:   Period. 

15  The  prograns  generate  for  us  forms  %»hich  indicate 
1^  yields  and  spreads  given  certain  —  given  a  varied  of  rate 
ly  schedules  and  variety  of  compensating  balance  s^edoles.  The 
13  spread  was  taken  from  that  particular  —  well,  the  form  that 
1^  was  operative  at  that  moment  in  time. 
^  BY  MR.  SERINO: 

Q    Do  you,  by  any  chance,  have  that  particular  form  thai: 

^   you  used? 
22 

A    No,  I  am  sorry,  I  don't.  They  are  updated  as  the 
23 

market  fluctuates,  certainly  as  the  prime  rate  changes,  but  as 
24 

the  market  fluctuates  we  get  a  new  one  virtually  every  two 
25  " 
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'  weeks ,  and  we  only  keep  current  ones .   They  may  be  within  the 

2  bank.   I  would  be  happy  to  see  if  I  could  find  one.   But  I 

3  rather  doubt  it 

4  Q    What  is  that  fona  called? 

5  Is  there  a  name  to  the  computer  printout? 

6  A    I  don't  know  what  the  name  is.   I  can  find  ou't.I..^.:!/?^ 

7  have  the  current  one 

8  Q    Does  it,  %^en  determining  the  spread,  include  the 

9  corapensating  balance  as  a  term  in  the  calculation? 

10  A    The  form  itself  offers  you  several  diffsreni:  rates. 

11  It  is  a  grid.  There  are  several  different  rates  and  several 

12  different  balance  arrangements  that  can  be  selected,  ranging 


13   from  zero  to  20  percent. 


U 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 


0    And  this  — 

A    And  usage  —  excuse  me  —  and  usage,  what  you  expect 
the  usage  to  be,  25  percent,  50  percent,  75  percent,  100  per- 
cent,  based  on  those  three  factors  coming  on  the  grid,  a  spread 
is  adjusted  by  this  pzurticular  problem,  we  could  expect,  based 
on  the  cost  of  funds  and  the  general  money  markel:  conditions 
at  that  time.  ^r  .;^:^4^;^4  . 

Q         Who  calculated  the  spread  in  the  case  of  the' loan  to. ; 
Mr.  Bert  Lance? 

A    I  did. 

Q    Did  you,  in  your  calculations,  figure  in  a  balance 
of  20  percent  of  the  facility? 
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A    As  far  aa  I  recall,  and.  I  would  have  to  have  the 
form  to  be  absolutely  sure,  I  believe  I  did  select  from  the 
grid  the  prime  plus  one-half  rate,  100  percent  usage  cuid« — 

MR.  BALAMUT:  Betsy  Jo,  if  you  don't  recall,  yoa  i'i 
don  •  t  recall .  •  ; '  -  r*  .  ' 

MR.  HEINMMIN :  May  I  go  off  the  record  fortiumt^m^SZ 
second?  ^-  •    '""^ 


(Discussion  off  the  record.) 
9  y  MR.  SERINO:  Back  on  the  record. 

10  I  She  was  trying  to  recall  whether  or  not  she  used  the 

11  II  balance  as  a  part  of  the  grid  in  calculating  the  spread. 

12  THE  WITNESS:   I  believe  that  I  did.   I  can't  recall 

13  positively. 


14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 


I  think  that  we  could  recreate  either  by  finding  tha: 
form  or  else  by  going  through  calculations,  but  I  thdLnk  that 
%re  did,  again  to  reflect  on  the  Money  Committee  sheet,  what  we 
anticipated  and  hoped  would  be  the  eventual  association. 

The  fact  that  this  again  was  a  —  was  a  formality  an^ 
W2IS  not  necessary  to  receive  approval  as  an  allocation^  what  I 
felt  our  interest  was  in  preparing  the  sheet  and   filling  in  aiili ; 
the  blzmks  was  to  give  the  Money  Committee,  even  though  they  i 
didn't  need  to  approve  it,  some  indication  of  where  we.  felt  an 
overall  relationship  was  so  that  they  would  have  the  benefit  o:; 
that  in  reviewing  other  loans  presented  by  other  areas  of  the 
bank. 
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I 

We  did  honestly  feel  that  there  would,  at  soine  point 
be  an  overall  relationship,  and  we  felt  that  the  bank,  the 
Money  Coirmiittee  should  be  aware  of  that.   And  we  couldn't 
promise  anybody  anything,  but  we  were  going  to  work  awfully 
hard  at  developing  a  relationship.   And  as  I  said  before*,  we 
really  felt  there  was  no  reason  why  we  shouldn't  have  one. 

So  we  felt  it  was  only  fair  that  our  request  "to- 
proper  authorities  of  a  loan  to  Mr.  Lance  not  receive  short 
trip  because  it  was  a  loan  to.  an   individual .  He  felt  that  Mr 
Lance  was,  as  the  president  of  a  smaller. bank  in  Georgia,  with 
which  we  had  been  long  associated,  and  now  as  the  President  of 
the  National  Bank  of  Georgia,  and  potentially  as  one  wha  could 
possibly  in  the  holding  company  environment  develop  Into  a  sub" 
stantial  leader  of  banking  in  Georgia,  and  our  long  relation- 
ship with  him  and  his  satisfaction  with  our  servicing  and 
maintenance  of  the  relationship  .that  he  had  known*  put  us  in  - 
good  stead  to  have  a  relationship  with  his .  bank . 

We  felt  it  was  appropriate  that  the  re8t*o£  the  bank 
knew  that  we  felt  that  way  about  Mr.  Lance  and  hoped  that  our 
relationship  with  him  would  develop  greater  business  for  the 
bank. 
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^        Q    You  indicate  that  this  was  a  mere  formality  going 

2  j  before  the  Money  Committee.   But  in  fact,  you  couldn't  have 

3  comraitted  the  funds  until  you  got  the  final  approval  of  the 

4  Money  Committee,  is  that  correct?  ^---/.t 

5  A    As  far  as  ay   understanding  of  it  in  this  case,  that  V 

6  is  not  correct.  That  we  already  had  the  approval  of  .the  Chief 

7  Lending  Authority  of  the  bank»  whose  word  is  the  last  in  Money 

8  Conunittee  presentations,  and  I  gusss  there  is  always  the  pos- 

9  sibility  that  --  that  someone,  or  a  group  of  people,  could 

10  take  certain  issue,  and  carry  it  to  the  President,  or  the 

11  Chairman,  but  short  of  that,  we  could  not,  in  this  case,  need 

12  any  formal  approval.   We  had  received  that. 

13  Q    If  the  Money  Committee  --  and  this  strictly  is  a 

14  hypothetical  situation  ->  had  seen  a  spread  of  one  percent  on 
U   this  particular  loan,  do  you  think  that  presentation  to  them 

would  have  been  a  mere  formality? 

A    Absolutely,  it  would  have  made  no  difference.   It 
.    would  have  just  raised  a  question  at  which  point  balances, 

the  balance  reference,  or  whatever,  you  know,  would  have  been 
mentioned.  -  !*- 

Do  you  mean  if  the  sheet  had  read  20  percent  of 
facilities  spread,  knowijuj,  or  --  not  knowing,  but  one, 
balances  one  percent? 

Q    One  percent. 

A  I    feel    it  would   have  matie   no  difference   in    the 
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presentation   to   the  Money   Committee,   except   there  night   have 
been  utterances   by   someone   from  a  different   area  of  the   bank, 
they   would   say,    boy,   we   don't   get   spreads   like    this   through 
Metropolitan,   or  something   like   that,   at  which  point  Bruce 
*       might  very  well  have  said,   Mr.    Lance   is   President  of  the 
^       National   Bank   of  Georgia,   we  have  knoi^n  him  for  many,   many 
^       years,   and  we   fully   anticipate,    through   our  association  with 

him,   gaining   a  relationship  with   that  bank,    and  that  could  be 
'       of  substantial  size* 

But  as   far  as   the  approval   --   then   those  people 

11  sitting   at   that  table  would  have   accepted  at  that  point.      But 

12  that  would  have   just  been  a  --   offered  by  Bruce.      It  would 

13  have  made  no  difference   in  the  presentation  of   this   sheet, 

14  because  Mr*  Woodruff  had   already   approved   it,    and   fully  knew 

15  that   there  was  no  commitment  as   far  as  balances. 

16  In  actuality,    the  balance  had  not  been  discussed. 

17  Q  \ihen  you  refer   to  balances   "20  percent  of  facility," 
13       what  do  you  mean  by   20  percent  of  facility? 

A  ITwenty  percent   of   the   amount   of   the   loan. 

Q  The   facility   refers    to  the   loan? 

A  That   is   right. 

Q    When  you  put  that  20  percent  of  facility  down,  you 
arc  speaking,  were  you  not,  of  balances  to  be  maintained  by 
the  National  Bank  of  Georgia,  ratlicr  than  balances  to  be  main- 
tained by  Mr.  Lnncc  personally? 
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A    We  were  reflecting  what  we  anticipated  a  relation- 
ship with  National  Bank  of  Georgia  could  generate  in  balances. 
Vie   did  not  expect  Mr.  --  Mr.  Lance  had  not  discussed  any  -- 
^   keeping  balances  with  us,  and  we  did  not  have  expectations  as' 
5   a  result  of  Mr.  Lance's  personally  maintaining  balances  againsi 
*   this  account.  .•>  ^ 

7  It  was  priced  separate  and  apart  from  any  balance 

consideration. 
9        Q    Even  though  this  was  a  personal  loan  to  Mr.  Lance? 

10  A    Even  though  it  was  --  separate  and  apart  from  any 

11  balance  consideration^  even  though  it  was  a  personal  loan 

12  I  don't  see  where  your  question  follows. 

13  Q    No,  this  was  a  personal  loan  to  Mr.  Lance,  and  you 

14  were  not  requiring  any  balances  to  be  maintained  by  Mr.  Lance, 

15  is  that  correct? 
1^       A    That  is  correct.   It  is  very  conmon  that  on  personal 


17 

18 
19 
20 
21 
22 
23 
24 
25 


loans  no  balance  is  maintained,  and  the  pricing  takes  that 
into  consideration. 

In  fact,  I  would  even  add,  although  you  haven't 
asked,  that  it  is  unusual  to  have  balances  maintained  against 
personal  loans.   It  would  be  the  exception,  much  more  than  the 
rule,  and  the  pricing  does  take  that  into  consideration. 

Q    Kow,  I  draw  your  attention  to  April  24,  197S  memo  -- 

MR.  Ill-IMANN:   Bob,  could  I  go  back  a  minute? 

MU.  SLUINO:   Yes. 


Digitized  by 


Google 


22 
23 
24 
25 


1138 

47 

BY  MR.  HHIMANN: 
Q    Is  the  normal  practice  in  this  bank,  calculation  of 
the  spread  for  --of  the  Money  Committee  is  based  on  possible 
or  actual  --  I  may  not  be  saying  that  very  well. 

Let  roe  rephrase  it.  ■ 

Is  it  the  policy  of  Manufacturers  Hanover,  in  sub-/^, 
mission  to  the  Money  Conuaittee,  that  the  spread  is  predicated 
on  the  actual  spread  predicated  upon  the  terms  of  the  loan 
presumably  agreed  to  by  the  parties,  or  is  it  the  practice 
to  include  in  that  calculation  possible  benefits  that  have  not 
been  contractually  agreed  to  in  any  way? 

A    In  answer  to  your  question,  I  am  not  sure  if  there 
is  a  written  policy.  We  tend,  in  our  Money  Coiaiaittee  presenta 
tions,  to  include  our  expectations,  to  the  extent  that  we 
feel  they  are  viable  ones. 

If  the  future  proves  us  wrong,  we  then  have  to 
answer  to  our  seniors.   But  we  do  include, where  we  feel  it  is 
helpful  in  reflecting  the  overall  picture,  on  occasion, 
certain  facts  that  are  really  our  anticipation,  or  expectation 
of  what  will  be  a  situation  in  the  future.  -  V--] 

I  don't  know  that  there  is  any  policy  which  would 
preclude  our  doing  that.   If  there  is,  we  do  not  act  under  iti' 

Q    In  other  words,  on  occasion  you  will  calculate 
expectations  into  the  spread? 
A    That  is  correct. 
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^    ;  Q  The   spread  on  this   particular  document,   CC- 1 ,    is 

2  a  highly   precise   number,    2.253,      I    an   frankly   curious,   when 

3  one   includes   expectations,   how  one   gets    to   that  three  deciaal 

4  j    point  precision.  .    .,.:.'-*  ^^ 

5  A         As    I   say,    the  computer  program  generates   the  numbers 


15 
16 
17 
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6  We   just   follow   the   grid.     Our  expectation  was   a  relationship 

7  with  National   Bank  of  Georgia 

8  Our  further  expectation  was   a  $1   million   account 

9  The  grid  only  offers  balances   up   to  20  percent.      That   is  prob- 

10  ably   the  one   that   I   selected 

11  As   I  said,   I   can't  be  positive   that  it  is.     Once  you 

12  select   the  various   factors   on   the  grid,    the    three   decimal 

13  point   comes    together   at   a  percentage,   which  is   in   three  decimal 
1^  point   figures. 


Q         When  such  a  calculation  is  put  to   the  Money  Committee , 
and  it  is  predicated  partially  on  expectation,   is    the  Money 
Committee   so   informed? 

A  Yes,    they   are. 

As  I  said,  if  this  had  been  a  normal  presentation 
to  the  Money  Committee,  it  would  have  been  mentioned,  since  it 
had  been  approved,  it  was  a  very  even  briefer  than  usual 
presentation. 

I  don't  believe  it  was  mentioned.  If  it  were,  it 
was  the  statement  that  we  hoped  to  gain  a  relationship  from 
the  National  Dank  of  Georgia. 
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1  Q  As    I    understand    the   rourjh    ten   percent    co::!patation   on 

2  the   balance,    it    is   one  percent   per   annum,    is    that   correct?  | 

3  I    realize   that    is    a   rough   calculation,    but   sojnewhere    in   that 

4  neighborhood.      I-very    ten   percent   coiapensating   balance   is    equal 

5  to  one  percent   additional    rate   charged.      At   least   that  is  'the 
5        way    investment  bankers    figure    it. 
7  Therefore,    if   that   calculation   is    approximately 

right,    I   am  sure   that   it   probably   carried  out   to  three  deci- 
^       malSy    that  i/ould   give   an   indication    then   in   20  percent  facility, 
number,    regardless    of  hov^   it  was   arrived  at,    into   that   cal- 
culation of   2.253  percent  spread,   if  you  took  out   the   20   per- 
cent  of  facility  expectation,    as  you  said,   your  spread  would 
have  been   approximately   2.253  percent? 
A  Yes. 

Q  Is    that   relatively   fair  way    to   calculate? 

A         That  is   a  reasonable  -- 

MR.    BALAMUT:      Did  you   finish  your  question? 
BY  MU.    HEIMANN: 
Q  Yes. 

I  was  wondering  if   that  ivas   a  reasonable   approach", 
whether   that  was    a  reasonable   rougli   calculation  of  the   differr 
ential . 

A  That  seems    to  be    a   reasonable    rough    estimation   of 

the   differential. 

MR,    HHIMANN:      Can    I    follow    that   up.    Bob? 
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1  MR.    SEUINO:      Please. 

2  BY  MR.    iiEIMANN:   * 

3  Q    This  nay  not  be  to  your  knowledge,  I  understand 

4  that,  hut  during  this  period  of  time,  are  you  aware  of  the 

5  granting  of  loans  to  individuals  by  this  institution,  to  €he* 

6  I  Money  Committee,  or  any  other  comraittee,  in  which  the  actual 

7  --  not  expectational ,  but  the  actual  spread,  was  in  this  '^ 

8  neighborhood  that  we  are  talking  about? 
^  I  don't  want  to  be  too  precise,  because  I  realize 

we  are  not  talking  in  precise  figures,  but  roughly  2.253,  or 
modest  variation, 

A    I  really  am  not  aware  of  other  loans  made  at  that 
time  within  this  institution, 

MR.  HEIMANN:   Off  the  record. 
(Discussion  off  the  record.) 
MR.  SERINO:   Back  on  the  record, 
BY  MR,  SERINO: 
Q    I  draw  your  attention  to  the  menoranduci  dated 
April  24,  1975,  identified  as  CC  Number  3,  two  page  memorandum 

Do  you  have  any  recollection  of  preparing  that 
particular  document? 
A    Yes,  I  do. 

Q    What  was  the  purpose  of  preparing  that  document? 
Off  the  record. 
(Discussion  off  the  record.) 
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1  MR.  SCilINO:   Back  on  the  record. 

2  THK  WITMHSS:   You  asked  what  '.vas  tlie  generation  of 

3  this  memo,  or  purpose? 

4  The  real  purpose  in  writing  this  memo  was  to  docu;nen  : 

5  certain  ancillary  consdierations  that  we  had  in  making  tho 

6  requested  loan  to  Mr.  Lance.   Those  considerations  in  turn  in- 

7  volved  the  collateral  position  -- 

8  MR.  UALAMUT:   Off  the  record. 

9  MR.  SERINO:  Off  the  record. 
(Discussion  off  the  record.) 
MR.  SERINO:   Back  on  the  record. 

Would  you  read  the  last  question  and  answer  back? 
(The  pertinent  portion  of  the  record,  as  recorded, 

was  read  by  the  reporter.) 

THE  WITNESS:   The  other  investors  in  the  purchase 
of  the  National  Bank  of  Georgia  stock  from  Financial  General, 
the  assignment  of  the  debt  benefits  under  Mr.  Lance's  life 
insurance,  the  understanding  with  Mr.  Lance  that  he  would 
continue  as  President  of  the  bank  through  the  term  of  our 
loan,  and  that  he  provide  us  with  a  current  financial  statemen 
as  well  as  keeping  us  informed  of  any  changes  therein. 

While  documenting  the  facts  that  we  have  discussed 
these  considerations  with  Mr.  Lance,  on  the  day  that  the  loan 
to  Mr.  Lance  had  been  presented  to  the  Money  Committee,  I 
also  included  the  facts  relative  to  the  loan  approval,  as 
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1  well  as  taking  that  opportunity  to  comment  on  a  few  other 

2  items  that  had  not  been  previously  documented. 

3  BY  MR.  SERINO: 

4  Q  Had  you,  prior   to  April   24,    1975,   personally  spoken. 

5  to  Mr.    Lance   about   tJiis    loan?  ■~-^^'^*^'l 

6  A  No,    I  had  not.  '/^S 

7  Q  Did  you  speak   to  Mr.    Lance  on  April    24,   197S   coni-"^  •• 
3       ceming   this    loan? 

9  A  No,   I   did  not.      Mr.    Brougham  -- 

MR,    BALAMUT:      Betsy  Jo,    let  him   ask   the  questions. 
MR.    SERINO:      I    asked  the  question. 
THE  WITNESS:      No,    I    did  not. 
MR.    BALAMUT:      That  was   her   answer. 
BY  MR.    SERINO: 
Q  Did  anyone  speak   to  Mr.    Lance  on  April   24,    1975, 

concerning   this   loan? 
A         Yes,    sir. 
Q  Who   did? 

A  Bruce   Brougham   called  Mr.    Lance    to    tell  him   that 

the   loan  had  been   approved,  but   that  we  had   these   five  points- 
previously  mentioned,    that  must  be  satisfied  before   the   loan  ' 
could  be   made. 

MR.    BALAIMUT:      Bob,    I   have    let   Betsy  Jo   answer   the 
question,    but   in   light   of  her   answer,    don*t  you   think   pursuing 
this    line   is   more   appropriate   when  you  have   Mr.    Brougham? 
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Mil.    ShlUNO:      I   will    speak    to   Mr.    iirougham  about    it, 
also,   but   if   she   has    any    information   about    it,    I   would    appreci-^ 
ate    it. 

MR.    BALAMUT:      She    is    just   repeating  hearsay  now. 
I   don't  mean   to   get   terribly   procedural   on  you  now,   but   I  ' 
think   it  would  be  helpful    if  you   stay    away    from   the  hearsay^-- 
as   much   as  possible. 

When   I   say    that,    I   won't  be   very    technical.      I    don't 
intend  to. 

BY  MR.    SERINO: 

Q  Do  you  have   any  knowledge   of  what  was    communicated 

to  Mr.    Lance   on  April   24,   1975,    as    far   as    the   terms  of   the 
loan? 

A  I   believe    I   was   present  when   the  phone   call  was   made 

to  Mr.    Lance,    and   I  was   privy    to  Mr.    Brougham's   side  of   the 
conversation. 

Q  Did  Mr.    Brougham   indicate    to  Mr.    Lance   that  in  fact 

approval  was    received  by   the  Money   Committee   at   a  rate  of 
prime   plus   one-half   for  the    first   two  years,    and  prime  plus 
one   for  the   third  year,    generating   a  spread  of   2.253  percent? 

A  Tlie  message   communicated  was   that    the   approval  *: 

had  been   received   at    the   rate   of  prime   plus    one-half  for   two 
years,    and  prime   plus    one    for   the    third  year.      Nothing    further 
was    said. 

Q  Did  Mr.    Brougham,    from  your  presence    in   the   room. 
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1  !  whv;n  he  spoke  to  Mr.  Lance  on  the  telephone,  indicate,  "balances 
I 

2  I  of  20  percent  of  the  facility  will  be  maintained  in  a  National 
I 

3  Bank  of  Georgia,  account?" 

4  A    Mr.  Brougham  did  not. 

5  Q    I  draw  your  attention  to  paragraph  two  of  your  nenoi 
5  dated  April  24,  1975,  and  specifically  the  second  sentence,   .■ 
7  starting  with  "balances  of  20  percent."            '     "  '  ^ 
g  Is  it  your  testimony  here  today  that  at  no  tine  i«Ir. 
y  Brougham,  in  your  presence,  or  yourself,  ever  communicated 

to  Mr.  Lance  the  following,  "balances  of  20  percent  of  the 
facility  will  be  maintained  in  a  National  Bank  of  Georgia 
account?" 

A    My  testimony  here  today  is  that  I  did  not,  nor  am 
I  aware  of  any  conversation  that  Mr.  Brougham  had  with  Mr. 
Lance,  in  which  a  statement  was  made  concerning  a  balance 
arrangement,  and  specifically  that  balances  of  20  percent  of 
the  facility  would  be  maintained  in  a  National  Bank  of  Georgia 
account. 

Q    That  sentence,  continuing,  reads  as  follows:   "and 
we  anticipate,  in  addition,  having  all  the  New  York  activity 
for  the  bank  flow  through  this  account,  yielding  balances  up  -■ 
to  $1  million  on  a  monthly  average." 

When  you  prepared  that  menorandum,  and  wrote  that 
entire  sentence,  did  you  distinguish  between  balances  of  20 
percent  being  maintained,  and  in  addition  having  all  of  the 
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1  New  York  activity  of  national  Hank  of  Georgia? 

2  A    The  impression  that  I  tried  to  convey,  although  I 

3  understand  your  interpretation,  was  not  tliat  at  all,  but  rathe- 

4  that,  as  a  matter  of  fact,  we  anticipated  a  relationship  of 

5  $1  million  proportion. 

6  So  not  that  --  in  addition  to  20  percent,  but  that 

7  balances  of  20  percent,  and  for  that  matter,  actually  balances 

8  of  $1  million.   So  it  was  not  two  separate,  but  more  a  larger 

9  --  the  second  half  of  the  sentence  was  ray  effort  to  show  a 

10  larger  .prospective  to  what  I  felt  the  situation  was. 

11  Q    Did  you  ever  discuss  with  Mr,  Lance  the  maintaining 
of  a  correspondent  relationship  with  the  bank  by  the  National 

13   Bank  of  Georgia? 

A    Will  you  read  the  question  back  to  me? 
Q    I 'will  rephrase  it. 

Did  you  ever  discuss  with  Mr.  Lance  the  opening  of 
a  correspondent  relationship  with  your  bank  by  the  National 
Bank  of  Georgia? 

A    May  I  go  off  the  record  for  a  minute,  please? 

MR.  SERINO:   Yes.  ;  / ^^^ 

(Discussion  off  the  record.) 
MR.  SERINO:   Back  on  the  record. 
BY  MR.  SERINO: 
Q    Did  you  ever  become  aware  of  discussions  held  with 
Mr.  Lance  and  representatives  of  Manufacturers  Hanover  concerning 
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1  the   opening   of   a  correspondent   account  of  National  Bank    of 

2  Georgia    at  ?*lanufacturers   Hanover? 

3  A  When   did   I    become    ai^are? 

4  Q  Yes.  ' ' '     . 

5  A  Early  May,   1975.  ^^JS^^I 

6  Q    It  is  your  testicony  that  you,  prior  to  April  24, 

7  1975,  you  had  no  discussions,  nor  information,  that  the 

8  National  Bank  of  Georgia  would  in  fact  open  a  corresponding 

9  account  at  the  bank? 

10        A    That  is  my  testimony.   I  have  no  prior  --  no  inform- 
al  ation  prior  to  April  24  that  there  had  been  any  discussions 
relative  to  the  opening  of  an  account  from  the  National  Bank 
of  Georgia. 

Q    I  will  show  you  what  I  have  marked  as  CC  Number  4, 
which  is  a  letter  dated  May  12,  1975,  from  you  to  Mr.  Dickson 
of  the  National  Bank  of  Georgia,  and  ask  you  if  you  recognize 
that  particular  copy  of  the  letter. 

(The  document  referred  to  was  marked 
for  identification  as  C  of  C  Exhibit 
No.  4.)  V   "^ 

THE  WITNESS:   Yes,  I  recognize  this  letter  as  one 
that  I  wrote  on  May  12  to  Mr.  James  Dickson. 
BY  MR.  SERINO: 
Q    Did  you  have  any  discussion  with  Mr.  Dickson  con- 
cerning that  letter  prior  to  writing  it? 
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1  A  I    don't   recall   whether   I    liaJ    any   conversation  v;ith 

2  Mr.    Dickson  prior  to    this  •letter. 

3  Q  Did  you  have   any   discussion  with  Mr-    Lance  prior   to 

4  writing    this    letter? 

5  AX    don't    recall  whether   I    had   discussion  with  Mr^     "" 
g       Lance  prior   to  this    letter,    relative    to   this    letter. 

1  Q  Did  you  at  some   tine  become   aware    that  in  fact   a 

correspondent   account  was    opened  by    the  National   Bank  of 
o       Georgia  in  the  Manufacturers   Hanover  Trust  Company? 

A  The    account  was   opened  on  May   12,    as    the   third 

paragraph  of   the    letter  to  Mr.    Dickson  reflects.      And  you  say 
did   I   have  knowledge  of  it? 

Q  Yes. 

A    Yes,  I  took  care  of  the  --  or  I  had  it  open,  and  over 
saw  the  documentation  of  the  opening  of  it. 

Q    Following  the  opening  of  that  account,  were  you 
aware  of  the'  status  of  the  account? 

A    Yes,  on  an  ongoing  basis? 

Q    Yes. 

A    Yes,  I  was. 

Q    Would  you  receive  a  monthly  analysis  of  that  partic-*^ 
ular  account? 

A    Yes,  I  did,  and  do. 

Q  Why  would  you   receive    an   analysis   of   the   National 

Bank  of  Georgia's    account? 
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M      A    As  I  said>  I  am  responsible  for  our  business  in  the 
^   State  of  Georgia,  and  of  our  sub-group  within  the  Southern 
3   District,  I  am  responsible  for  that  State.   As  such,  I  receive 

*  analysis  sheets  on  all  of  our  correspondent  banks,  and  corpor 
5   ate  relationships  on  a  monthl/  basis,  as  they  arc  received  by.' 

*  operations  group  from  the  computer.  ^    . 7  ,£- 

7  Q    Would  you  evaluate  that  particular  sheet  each  month' 

8  on  the  National  Bank  of  Georgia? 

9  A    I  quickly  peruse  each  sheet,  or  each  analysis  that 

10  I  receive  on  the  account  for  which  I  am  responsible.   I  don't 

11  do  further  analysis,  unless  there  is  something  that  suggests 

12  a  problem,  either  operationally,  on  our  part,  or  on  the  part 

13  of  the  customer.  Unless  there  is  something  that  seems  out 

14  of  order  about  the  sheet,  that  I  feel  should  be  checked  more 

15  carefully  within  our  shop,  or  referred  to  the  customer,  then 
)5   I  just  give  it  what  I  call  a  persual 

17       Q    Do  you  recall  receiving  specifically  the  analysis 
lg   sheet  for  this  particular  deposit  of  the  National  Bank  of 
^j   Georgia? 

A    Which  particular  deposit? 

Q    The  correspondent  account,  deposit  of  the  National 
Bank  of  Georgia  at  Manufacturers  Hanover. 

A    Which  particular  sheet?   I  am  sorry. 

Q    General  analysis  sheets.   Did  you  receive  them 
monthly? 
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'        A     Do  I  recall  receiving  the  analysis  sheets  in  the 
2   National  Bank  of  Georgia  --  yes,  I  do. 

^  MK.  SLKIWO:   Let  ne  mark  these  documents  as  C  of  C 

^   Number  5  and  C  of  C  Number  6. 

5  C  of  C  Number  S  is  January,  1976  balance  analysis 

*   and  C  of  C  Number  6  is  January,  1977  balance  analysis*     ''-: 

7  (The  documents  referred  to  were  mark^ 

8  for  identification  as  C  of  C  Exhibit 

9  Nos.  S  and  6.) 

10  THE  WITNESS:      Let  me   also   add,    although   I   don't    know 

11  that   it   is    relevant,   in  my   absence   if   the  sheets   come   from 

12  the   computer,   at  a   time  when   I   am  out  of  the  bank,   my   associ- 

13  ates,    and  second   in  my  group  would  review   the  sheets,    and   then 

14  pass   on   them. 

15  BY  MR.  SERINO: 
14        Q    Who  is  that? 

17        A    They  are  always  --  Travis  Hammer.   They  come  to  the 
unit,  they  are  given  to  me,  or  if  I  am  going  to  be  in  the  bank 
the  next  day,  or  the  following  day,  they  are  researched  if 
I  am  out  for  a  week  or  more.   They  would  be  seen  by  someone 
else  in  the  District,  most  likely  Travis,  if  he  is  there. 
They  are  always  available  for  me  to  review,  however,  after  my 
return,  so  I  certainly  would  have  had  the  opportunity. 

MR.  IIEIMANN:   These  sheets  arc  prepared  monthly? 

TliE  WITNi-SS:   Yes,  they  are. 
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'  MR.  HEIMiXiNN:   And  you  receive  them? 

2  THE  WITNESS:  We'  receive  them  about  the  third  or  so 

3  week  of  the  following  month. 

<  MR.  HEIMANN:   When  you  receive  the  sheets »  and  perasi 

5  thea,  as  you  said  before,  what  is  it  you  are  perusing,  to  find>' 

6  if  anything?  "'*    *  '^fe 

7  THE  WITNESS:   A  positive  balance »  a  significant" "in-* 

8  crease  in  balances,  a  significant  decrease  in  balances. 

9  I  think  that  pretty  fairly  covers  what  I  immediately 

10  zero  in  on,  because  I  think  any  --  anything  unusual  would  be 

11  reflected  in  one  of  those. 

12  MR.  HEIMANN:   Let  me  see  if  I  have  this  straight  in 

13  my  own  mind. 
As  the  sheets  would  come  in,  you  would  glance  at 

it,  in  a  sense,  to  see  if  everything  was  normal? 


,^  THE  WITNESS:   Right. 
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MR.  HEIMANN:   What  would  stand  out  is  anything  dif- 
ferent in  the  account,  or  abnormal.   That  is  the  point  that 
you  would  start  questioning  it,  however  the  process  works? 

THE  WITNESS:   Yes,  that  is  correct.        "      V;'^ 
BY  MR.  SERINO:  :^: 

Q    Were  you  ever  aware  of  a  period  of  time  that  the 
National  Bank  of  Georgia  requested  advice  on  the  amount  of 
funds  they  had  deposited  in  their  correspondent  accounts  in 
the  Manufacturers  Hanover  Company? 
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1  A    They,  to  the  best  of  my  knowledge »  National  Bank  of 

2  Georgia  never  asked  for  a  daily  accounting  of  the  amount  of 

3  funds  they  deposited  in  the  Manufacturers  Hanover  account. 

4  Q    I  will  show  you  what  I  am  narking  as  C  of  C  Nunber  7 , 

5  and  ask  you  if  you  have  any  recollection  of  that  particular 

6  memorandum. 

7  (The  document  referred  to  was  marked 

8  for  identification  as  C  of  C  Exhibit 

9  No.  7.) 

10  THE  WITNESS:     Okay 

11  Yes,  yes,   I   do 

12  You  said  deposit  of  funds,  and  that  is  what  confused 
13 
14 
15 
16 
17 
18 
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National   Bank   of  Georgia,    as  virtually   all  our 
active   relationships,   correspondent  banks   and  corporate,    asked 
to  be  notified  daily  of  the   --  of  the   closing  balance  of  their 
account  the  prior  day.      It  is   very  customary   to  have  a  bank, 
to  have  an  account  received  at  --    as   I  said,   when  there  are 


active  relationships,  it  is  imperative  that  a  company  or  bank 
know  at  a  given  moment  in  time  what  their  balance  is»  how  much 
they  may  have  to  transfer  to  cover  transactions  that  will  tak» 
place  that  day,  or  how  rmch  they  have,  that  they  might  want  to 
take   somewhere  else. 

If   there    is   something   about   the  balance   that  suggests 
an  error  to   the  person   telephoning,   or  the  person   to  whom   the 
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person  telephoning  gives  the  information,  then  they  might  in- 

2  quire  as  to  transactions  that  took  place,  carrying  it  from  the 

3  balance  that  they  had  been  given  the  prior  day  to  that  balance 

4  But  ordinarily  it  is  just  a  matter  of  reporting  the  closing  ^*'^ 


5   balance  every  morning  for  the  prior  afternoon. 


■•  V' 

6  MR.  BALAMUT:   Excuse  me,  did  you  identify  the  dai|erj; 

7  of  this  in  your  question? 

8  MR.  SERINO:   July  7,   1975 

9  THE  WITNESS:   July  2,   1975 

10  MR.  SERINO:   July  2 

11  THE  V/ITNESS:   It  is  a  very  common  circumstance,  and 

12  as  a  matter  of  fact,  as  far  as  I  am  aware,  every  regional 

13  relationship,  and  active  corporate  account  that  I  have,  has 
1^   the  same  arrangement 

BY  MR.  SERINO 
Q    Okay 

If  you  would  look  at  the  document  identified  as  CC-5, 
which  is  the  balance  analysis  of  January,  1976,  I  would  like  U 
ask  you  a  few  questions  concerning  that  document. 

When  you  indicated  in  your  memorandum  of  April  24,  .< 
1975,  that  there  would  be  balances  of  20  percent  of  the  facil 
ity,  looking  at  that  analysis,  would  that  reflect  a  balance 
in  excess  of  the  20  percent  of  the  facility? 
A    Yes,  it  does 
Q    What  balance  are  you  looking  at  to  establish  the 
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\       20  percent  of  the  facility?   The  average  ^^ross  balance,  or 

2  the  available  fund5  for  loans  in  other  --  I  guess  services  is 

3  the  word? 

4  A    Do  you  mean  in  a  case  where  I  am  looking  for  compea-* 

5  sated  balances?  •  : 
5        Q    That  is  correct. 

7        A    At  what  colunn  I  look? 

Q    Yes. 
J       A    Depending  on  the  arrangement ,  out  of  the  average 

collective  balance  column ,  or  available  for  funds,  and  other 

services  column. 
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1  Q    That  account  history  reflects,  does  it  not,  that 

2  following  June  6,  1975,  the  available  loans  and  other  services 

3  exceeded  $500,000  from  January  6,  1975,  through  January  •76, 

4  is  that  correct?  -I/.^ 

•  ■"•".^  '^ 

5  A    I  am  sorry.  "^^^..^^ 

•    '^?%' 

6  Front  January  —  'il  '7/ 

7  Q    From  June  6,  1975,  when  it  was  $253,000. 

8  A    That  is  not  June  6.   That  is  June  •75. 

9  Q    I  am  sorry,  '75. 

10  That  reflected,  did  it  not,  that  available  for  loan 

11  amd  other  services,  there  was  an  excess  of  $500,000? 
A    That  is  correct. 
Q    Now,  what  does  that  mean? 
A    Y<7hat  that  says  to  me? 
Q    Yes. 
A    That  the  bank.  National  Bank  of  Georgia,  is  utilizimr 

our  services  to  considerable  degree,  looking  at  the  other  side 
of  the  loan,  of  the  balance  analysis  sheets,  I  can  readily 
identify  those  services  as  being  mainly  safekeeping  ones.   At 
the  same  time,  I  am  familiar  at  that  time  with  other  presenta*- 
tions  of  our  services  that  we  are  making  and  of  the  interna-'  ;\ 
tional  services  that  we  are  providing  for  them  that  are  not 
analyzed  on  our  system. 

It  says  to  me  that  there  can  be  substamtial  float  in 
the  account  because  of  the  securities  transactions  which 
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'    generally  do  generate  substantial  floats. 

2  MR.  HEINMANN:   Is  float  the  Same  as  balance? 

3  THE  WITNESS:   Float  is  generated  through  one  day 

4  money  so  it  can  be  for  us  balances,  but  for  them  money  spent. 

5  You  could  have  negative  or  positive  floats  actu^lyi 

6  So  it  can  create  balances  for  us .   It  can  take  away  f roa  our r- 

7  balance  position. 
MR.  HEINMANN:  Would  that  all  not  be  in  that  analysi^? 

9  THE  WITNESS:   Yes,  it  would.   But  I  have  been  asked 

10  what  I  see  when  I  look  at  balances  that  are  growing  substan't- 

11  ially,  and  what  I  see  among  various  things  I  see  is  the  fact 
that  something  that  says  in  July  $665,000  can  be  and  is,  in 
fact,  $300,000,  more  than  $300,000  of  float,  which  National 
Bank  of  Georgia  would  not  be  aware  of  until  they  received  this 
In  terms  of  maintaining  their  balances. 

MR.  BALAMUT:   Off  the  record. 

(Discussion  off  the  record.) 

MR.  SERINO:   Back  on  the  record. 

BY  MR.  SERINO: 
Q    Let  me  draw  your  attention  to  CC  No .  5  agjdln ,  and  ler : 
us  concentrate  on  the  average  collected  balance. 
A    Okay. 
Q    What  is  the  average  collected  balance? 

Do  you  know  how  it  is  obtained? 
A    Yes,  I  do. 
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It  is  the  gross  balance,  net  of  float  which  is  gene- 

2  rated  by  debits  and  credits  of  other  than  same  day  availability 

3  Q    Okay. 

4  From  the  average  collected  balance  on  this  sheets  thii 


5  bank  subtracts  certain  costs  that  it  allocates  to  serviceff^^it;  . 

6  provided  to  the  National  Bzmk  of  Georgia,  is  that  cor rect? ' f ?'^ 

7  A    That  is  correct. 
Q    Where  on  that  sheet  does  it  indicate  the  costs  of 

9   services  provided  to  the  National  Bank  of  Georgia? 
TO        A    On  the  left-hand  side  at  the  bottom  where  it  says, 

11  "Average  collected  balance  required  for  activities  analyzed, 

12  $638,617.  • 
Q    Out  of  the  average  collected  balances  of  $1,737,880, 

there  was  subtracted  $638,6177 

A    That  is  correct. 

Q    Leaving  a  balance  for  loeuis  and  other  services  of 
$1,099,263,  is  that  correct? 

A    That  is  correct. 

Q    Those  funds  are  available  to  memufacturers  for  inves^ji- 
ment,  is  that  correct?  \; 


A    That  is  correct.  .'..?? 

0    Now,  you  are  indicating  also  that  out  of  that 
$1,099,263,  a  portion  of  those  funds  were  used  to  reimburse 
Manufactuxrers  Hanover  for  other  services  not  reflected  on  this 
sheet? 
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A    Absolutely. 

Q    What  services  do  you  recall  Manufacturers  Hanover  to 
National  Bank  of  Georgia  for  which  no  charge  was  made  on  this 
type  of  sheet? 

A    He  helped  them  in  the  estciblishznent  of  an  Intem'ar-'.-^. 
tional  Division,  which  both  entailed  having  a  representative - 
from  our  International  Division  go  down  to  Atlanta  and  speak 
with  the  appropriate  people  at  National  Bank  of  Georgia  and 
having  two  of  their  representatives  corae  up  and  spend  two  or 
three  days  with  our  bank,  with  Manufacturers  Hanover  in  the 
international  area.  And  subsequently  this  was  the  establishment 
of  their  department.   Subsequently  they  worked  very  closely 
with  our  people. 

We  have  issued  letters  of  credit  and  other  interna- 
tional documents  on  their  behalf,  none  of  which  are  analyzed  in 
our  system.  We  have  helped  them  in  the  establishment  of  a 
cash  management  area  which,  again,  entailed  having  representa- 
tives from  our  shopping  down  and  make  a  presentation  at 
National  Bank  of  Georgia. 

And,  subsequently,  we  have  met  with  their  people  her^ 
and  have  helped  them  in  whatever  way  we  could.   The  Bane  In  «  ; 
their  development  of  a  Marketing  Department.   We  have  been 
helping  them  with  the  establishment  of  a  National  Division  in 
offering  our  expertise  and  familiarity  with  the  various  areas 
of  the  country  by  making  available  the  district  heads  of  all  o 
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^    our  geographical  districts  to  their  representatives  hers  in 

2  New  York,  when  their  representatives  have  been  in  New  York 

3  We  had  meetings  arranged  for  them  to  meet  with  our  district 
*        heads  to  discuss  lending  opportunities  and  corporate  sollcita'-*^ 

5  tion  throughout  the  country.  We  have  made  the  services  of  oiuqr 

6  branches  available  to  certain  of  their  customers.  -  i». 

7  We  have  considered  several  requests  for  loan  partici  - 

8  pations  by  our  bank  and  by  loans  that  they  have  meule. 

9  Q    Have  you  made  any? 

10  A    No,  we  have  not. 

11  It  was  always  our  dLropression  that  the  balances  main- 

12  tained  were  somewhat  into  anticipation  of  our  working  with  then, 
and  that  way  we  did  have  the  opportunity  to  review  several 
loans,  but  we  are  not  —  did  not  feel  that  they  were  the  qual- 
ity at  that  —  at  that  specific  moment  in  time  that  we  were 
interestcMi  in  entering  into. 

But  it  was  our  feeling  that  certain  of  the  balance 
level  could  be  reflected,  their  anticipation  of  our  vrorking 
with  them  in  that  regard.   And  it  is  certainly  in  no  way  incon* 
^   sistent  with  similar  arrangements  that  we  have,  similar  accoun*: 

21 


22 
23 
24 

25 


relationships  that  we  have  with  regional  banks  where  there  ia-'v 


an  active  relationship  and  substantial  utilization  of  our 
safekeeping  or  other  services. 

It  is  very  common  to  have  substantial  balances  which 
do  not  appear  to  be  used  according  to  our  cuialysis  system,  sin(» 
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J    there  ars  so  uany   services  that  we  can  perform,  both  in  an 

2  advisory  capacity  and  in  ain  actual  capacity,  that  are  not  cur- 

3  rently  analyzed  on  our  system. 

4  Q    You  have  quite  a  system  for  analyzing  the  costs  of 

5  each  particular  transaction  as  reflected  on  that  CC  No.  5 J 

6  Do  you  have  any  similar  costing  out  systen-'as  far  m 

7  costing  out  these  services  that  you  just  mentioned? 

8  A    No,  we  don't. 

9  The  services  that  we  have  been  able  to  analyze, 
)Q   according  to  costs,  are  those  that  are  specific  in  tems  of 

the  number  of  people  that  it  takes  to  handle  a  certain  trans- 
action, the  paperwork  involved,  and  through  cost  studies  the 
actual  amount  of  time  required  to  handle  a  credit  posting  or 
security  delivery  or  whatever. 

Ihe  services  which  we  are  not  able  to  analyze  are 
the  more  conceptual  ones  that  —  such  as  ours,  their  visiting 
with  our  people  on  certain  subjects  and  the  amount  of  time 
spent  can  vary,  the  amount  of  effort  expended  by  our  people 
can  vary.  They  are  not  —  their  activities  that  are  really 


21 
22 
23 
24 
25 


As  far  as  the  international  transactions,  for  scme_ 
reason,  which  I  am  not  aware  of,  the  International  Division 
functions  which  one  would  expect  to  appear  on  here,  such  as 
letter  of  credit  and  foreign  exchange  transactions  and  so  fortli. 
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have  not  been   analyzed  on    the  system  either,    to  date. 

Q         \fhat   does   the   term  at   the   top  of  the  page,    the   left 
j    hand  side,   collected  balance,   earnings   rate   and  investment 
balance  earnings   rate  refer  to?  .      /- 

A         The  invest  period  stands   for  inves table,   I  believe i' 

' ;  *- v>t -5^  ■ 
and  that   is   the  credit  that   --   based  on  the   current  cost  p£^-^ 

funds,   and   the  market  rate  available   for  the  investment  of 

funds,  we  give  our  customers   an  earnings   rate  which  we  utilized 

to  convert  from  actual  per  unit  cost  to  balances,   the  cost  of 

services. 

The  collected  balance  earning  rate  is  the  rate  that 

is  determined  monthly,  as  that  one,  which  will  be  applied  to 

their  collective  balance,  to  determine  that  price,  and  I  am 

sorry,  but  I  an  a  little  bit  fuzzy  as  to  how  the  inves table 

balance  rate  is  utilized  in  generating  the  conversion. 

Q    Does  that  -- 

A    But  any  way,  they  are  both  utilized  to  generate  the 
conversion  in  price  per  unit  to  balances. 

Q    Does  the  inves table  balance  rate  refer  to  the  avail- 
able  for  loans  and  other  services  column? 

A    No,  the  available  for  loans  and  other  services  is 
simply  a  netting  of  the  collective  balance,  of  the  --  or  the 
balance  required  for  activities  is  netted  for  collective 
balance.   That  yields  the  column  headed  available  for  loans 
and  other  services. 
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'  Both  of  those,  I  believe  that  both  the  collective 

2  balance  earning  rate  and  ihvestable  earnings  rate  are  conbined; 

3  and  maybe  it  is  the  average  of  the  two  that  is  utilized  in 

4  deternining  the  conversion  rate  from  actual  dollar  cost  to- 

5  balances.   But  1  am  not  positive.  '*■ 

6  MR.  BALAMUT:   I  think  she  has  given  an  answer  in  her 

7  own  knowledge.   But  1  think  you  have  requested  soaebody  who  Is 

8  a  specialist. 

9  MR.  SERINO:  Yes. 

10  THE  WITiNESS:   Believe  me,  it  will  be  much  better. 

1)  MR.  BALAMUT:   You  will  get  much  more  definite  and 

scientific  an  answer.   I  will  give  you  the  answer,  if  you 
want  it. 

MR.  SERINO:   No,  we  can  get  it. 
BY  MR.  SERINO: 
Q    Have  you  had  any  discussions  with  anyone  within  the 
past  two  weeks,  concerning  this  loan,  made  to  Mr.  Lance? 
A    Discussions  among  my  colleagues,  or  -- 
Q    Among  your  colleagues,  or  from  outside,  persons  fron 
outside  the  bank.  :' ~-",::i 


A    Yes,  I  have.  '.y^v' 

Q    Have  you  spoken  to  Mr.  Lance  concerning  this  partic- 
ular loan  within  the  past  two  weeks? 
A    Yes,  I  have. 
Q    Did  you  discuss  with  him  the  phrase,  balance  of 
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1  20  percent   of   the   facility? 

2  A  Yes,    I   did. 

3  Q    Did  he  indicate  to  you  that  he  had  no  knowledge  of 

4  where  that  20  percent  figure  came  frosi?  -^  "^ 

5  A  Yes,   he   did.  "S      ;•  }.  J^  [ 

?         •  /~v  *-^  r 

6  Q  Was   that  your  recollection  of  the   facts  prior  to^  .'-JLn 

7  your  discussion  with  Mr.    Lance,    that  he  had  no   knowledge  of  «'^ 

8  the  20  percent? 

9  A         Absolutely,    it  was. 

)0       Q    Did  you  also  discuss  this  loan  situation  with  Mr. 
Alex  Smith,  or  Mr.  Frazier? 

A    Yes,  I  did. 

Q         On  behalf  of  Mr,    Lance? 

A         Yes,   I   did. 

Q    Did  they  also  refer  to  that  20  percent  of  facility 
statement  in  your  memorandum? 

A    Yes,  they  did. 

Q  Did   they  also   indicate   that  they  had  no   knowledge 

of  that  phrase  being  inserted  in  your  inter-office   letter  of 
April   24,   1975,    and   in   the  April   24,    1975   memorandum?        '        -v 

A         Yes,   they  did.  '  ^      .  '  ^;^^ 

BY  MR.    HEIMANN: 

Q         With   respect   to   the   conversations  with  Mr.    Lance 
and  Mr.    Smith,   or  Mr.    Lance's    agents,    the  first  question   is 
did  you  speak  with  anyone  else    that  represented,    directly  or 
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1  indirectly,  Mr.    Lance? 

2  A  No,    I    did  not. 

3  Q    With  those  phone  calls,  did  you  call  then,  or  did 

4  they  call  you?  ..i 

5  A    They  called  me.  *   • V 

6  Q         The  first  contact  was   their  calling  you.     Let  ne- 

7  try   to  be  precise   -- 
A         My  first  contact  with  any  of  the  above  was   their 

9       calling  me. 
\Q  Q         Was   that  Mr.   Smith  or  Mr.    Lance? 

A         As   a  matter  of  fact,   it  was  all  three. 

MR.   SERINO:      Do  you  remember  the  date  of  that? 
THE  WITNESS:     Yes,   I   do.      It  was   last  Thursday. 
What   is    the  date? 

MR.  HEIMANN:      Well,    today  is   the   8th.     Thursday   last. 
BY  MR.   HEIMANN: 
Q         As   far  as  you   are   concerned,   this   institution,   the 
first  contact   came   from   them  to  you? 
A         That  is  right. 

Q         Do  you  have   any  knowledge  of  anyone  else  in  this 
institution  who  spoke  with  Messrs.   Smith,  Lance,   Frazier,   or 
any  of   their  agents?  1^ 

A  To  my  knowledge,  Mr.    Brougham  had  conversations    also 

Q  To  your   knowledge,    did  Mr.    Brougham  contact   thera, 

or  did   they   contact  Mr.   Brougham? 
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1  A         Mr.    Brougham  contacted  theni. 

2  May   I   go  off  the   record  for  a  moment? 

3  MR.    ilEIMANN:      Yes. 

4  (Discussion  off  the   record.)  -     ^ 

'.V ''-. . 

5  MR.   MEIMANiN:      Back  on  the   record.  \*^;,3 

6  THE  WITNESS:      lYhen  we  were  notified  by  the  State^'  'iv  ' 

7  Banking  Authorities   that   they  wished  to   review  our  records  of ' 
Mr.   Lance,   and  the  National   Bank  of  Georgia,   I   called  Mr. 

9       Lance's   office,   to  notify  him  that  we  had  been   requested  — 
that  this   information  had  been  requested. 

I   did  not  speak  with  him,   but  gave  the  message   to 
his   secretary,  so  I   did  initiate  that  call,   and  that  is   just 
what  I  wanted  to  put  on,  and  I   forgot. 
BY  MR.   HEIMANN: 

Q         However,  you  informed  that   the  New  York  Bank  Exam- 
iners were  doing   this.     How  did  you  know  that   the  Examiners 
were  here  to   look  at  this  particular  -- 

A         How  did  the  notification  come   to  us,   or  to  me? 

Q         In  this   case,  to  you,  since  apparently  from  what  you 
said  you  called  up  Mr.    Lance   to   inform  him  of   this.  '         i'^j"^ 

A         Mr.   Jenkins,   two  or  three  weeks   ago,   came  down  to      ^ 
my  desk   and   indicated  that  we  had  --    received  either  a  phone 
call  or  subpoena,    and   I   don't  know   to  whom   it  came,   but   that 
very   afternoon   this   information  --    and  he   indicated  that  Mr. 
Robert  Petti t  would  oversee   the  process  of  getting   the 
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'        information   to   them,  but  would  I   stand  ready   to  help,   since   I 

2  was   most .familiar  with  it,* of  people  who  were  present   at   the 

3  tiae, 

4  Mr.  Brougham  was  not  in  the  bank  that  day.   In  case^. 

5  anything  was  needed  in  terms  of  coming  up  with  necessary  docu--- 

6  ments.  /  r'V.ji 

7  Q         That  was   the   day   that  you  called  Mr.    Lance's  office'? 

8  A         That  was   in   late   afternoon* 

9  Q         Or   the   following  day? 

10  A         Or   the  following  day,   I  believe* 

11  Q  Is   it  normal  practice   -- 
MR.   BALAMUT:     You  can  go  on   the   record  or  not,  yes, 

it  is   the  normal  practice ,  when   this  institution  is  supoenaed 

by  any   agency,  other  than   the  Government,    for  any  purpose,   to 

notify   the  customer  that  we  have   received  such  a  subpoena, 

and   that  we  are  going  to  respond  to  the  subpoena,   unless   that 

customer  chooses   to   take   legal   action  -- 

BY  MR.   imiMAiNN: 

Q         The  New  York  State  Banking  Department  has   the  right 

""■■  ■•  ■■•if, 
to  come   in  without  subpoena.      This  was  not  --   as   I  understand ' 


it  now,   I   may  be  wrong,   this  would  be   the  normal   course  of 
Examiners   coming  into   an   institution   and   requesting  certain 
material? 

A         It  was  under  subpoena.      In  this   case   it  was   under 
subpoena. 
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1  MR.    BALAMUT:      I   won't  argue. 

2  MR.    HEIMANN:      I   wasn't  sure. 

3  BY  MR.    SERINO: 

4  Q  Let  us   get  back   to  your  telephone  conversation. of  ^/i: 

5  Thursday  of  last  iveek  with  Mr.    Smith,   Mr.    Frazier  and^Mr.  *Lanai 

.  ..•/'<->• 

6  What  was   the  nature   of  the   discussion? 

7  A  A  reading   of  my  memorandum  of  April   24,   1975 ,- .  aiid  ' '^ 

8  a  discussion  similar  to   the  one  we  have  had  here,  of  how  that 

9  phrasing  got  into   the  memo,   when   there  had  been  no  discussion 
10  with  the  borrower, 

)f  Q         Were  they  aware  of  that  memorandum  when  they   called 

^2  you  on   the  phone? 


17 
18 
19 
20 
21 
22 
23 
24 
25 


A         Yes,   they  were.     Yes,    they  were, 

Q  Do  you  know  how   they  were   aware  of  that  memorandum? 

A         Mr.   Smith,   at  Mr.    Lajice's   request,  had  called  Mr. 


13 

14 

15 

..   Brougham,  asking  for  certain  pertinent  information,  which  is 

dates  and  amounts,  and  so  forth,  in  line  with  preparing  for 

his  discussion  with  you,  I  believe,  Mr.  Ileimann,  just  so  that 

he  had  the  dates  and  chronology  accurate  in  his  mind. 

Whenever  we  received  any  requests  for  information  .' '' 

from  a  third  party  concerning  our  customer,  we  would  only. do  ^ 

it  after  receiving  authority  from  our  customer  directly.   So 

having  received  the  request,  Mr.  Brougham  called  Mr.  Lance  to 

verify  that  it  was  indeed  his  instruction  that  we  pass  along 

this  information  to  his  attorney. 
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1  As  I  understand  it,  in  that  conversation  with  Mr. 

2  Lance,  and  I  was  not  in  the  room  at  the  time,  he  aentioned  the 

3  fact  that  there  was,  in  our  documentation,  the  mention,  the 

4  specific  reference  to  balances,  and  he  felt  in  light  of  the 

5  fact  that  it  had  not  been  part  of  our  discussions,  or  unde'rr  - 

5   standing  with  Mr.  Lance,  that  he  ought  to  understand  how  it.  ^i 
7   got  there  as  well* 

g  So  he  mentioned  it,  and  indicated  that  it  was  a 

9   reflection  of  our  internal  assessment  of  the  situation,  and 
IQ   therefore  had  been  included  in  the  memorandum. 

As  1  said,  that  was  just  added  to  his  conversation, 
to  really  get  authority  to  release  this  information  to  his 
lawer*  But  following  that,  in  answer  to  your  question,  unless 
you  would  like  td  interrupt,  Mr.  Heimann  -- 
Q    No. 

MR.  BALAMUT:   I  would  like  to  interrupt. 
I  think  .'you  would  get  a  much  more  direct,  or  more 
direct  answer  from  Mr.  Brougham. 

MR.  SERINO:  That  is  correct,  but  if  she  has  any 

independent  knowledge  of  the  fact  that  this  was  communicated;.. 

;  •  .  .  IXi 
—  ,  .  ''■^ 

to  Mr.  Lance,  that  is  what  I  am  interested  in, 

THE  WITNESS:   My  only  actual  knowledge  is  that  that  -^ 
is  how  we  found  out  about  it. 

As  to  the  detail,  or  conversation,  I  am  not  familiar. 
MR.  HEIMANN:   The  memo? 
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J 

'  THE  WITNESS:      You  asked  how   they  happened  --   how  he 

^  happened  to  know  about   it,   and   therefore   I   spoke  about   it  on 

^  the   telephone.      He  subsequently   called  back  with  his   lawyers 

^  present,   and  as   I   said,    this    is  why   it  was    a   three-way  conr 

^  versation.  .  •      j.  J 

*  He  introduced  his  lawyers  to  me,  and  asked  me  if.lTT.; 

7  would  discuss  that  memo  with  them,  giving  them  my  explanation 

8  of  how  something  like  that  would  be  included,  since  he  spec- 

9  ifically  recalled  no  discussion  whatsoever  concerning  balances 

10  BY  MR.  SERINO 

11  Q         Do  you  have  any  independent  recollection,  prior  to 

12  your  discussion  with  iMr.    Lance,    that  in   fact  you  did  not  dis- 

13  cuss   20  percent  balances  with  Mr.   Lance  at   the  time  of  the 

14  making  of   the   loan? 
A         I   know   that  I  personally  did  not   discuss  with  Mr. 

Lance   at  the   time  of  making   the  loan   any  balance  consideration 

MR.    SERIHO:      Off  the  record 

(Discussion  off  the  record.) 

MR.   HEIMANN:     May   I   go  back  on  the   record,  please? 

BY   MR.    HEIMANN:  .  ^>  ; .;, 

Q         Do  you  recall  who  Mr.    Lance's   attorney  was  on  the     '\ 
occasion   of   the   closing   of    the  original   loan? 

A  I  had   received  some  documents   from  Mr.   Theodore 

Milby,   M-I-L-B-Y,   at  Mr.    Smith's   firm,    and   I   don't   recall 
the  name   of  the    firm.      You  might  have   a  copy  of  their 
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^        letterhead  here. 

^  As    far  as    I   know,  Mr.   Milby  was    representing  Mr. 

^       Lance. 

^  My  point   there  being,   it  might  have  been  Mr»   Smith,-.-: 

5       and  Mr.    Milby  was   just   taking   care   o£  tlie   paperwork,   but  he-  ' 
*       was  my   direct   contact.  ^     U    - 

7  Q  I   would  like   to  ask   the  question  that  was   asked     ' 

8  before,   the  subject   of  compensating  balances.      Were   they  dis- 

9  cussed  with   the  attorneys  of  Mr.    Lance,   his   representatives? 

10  A  No,    it  was   not.        No   discussion. 

11  Q         As   far  as  you  are   concerned? 

12  AX  believe  I  was   the  only  one  who  had   any  contact 

13  with  the   attorneys  in   the  closing  of  the   loan,   and  there  was 

14  no  discussion   about  blances,   at  all. 

15  Q         When  you  called  Mr.    Lance,    to   inform  him  that   this 

15       institution  had  a  subpoena  for  certain  information,   did  you  at 
iy        that   time  discuss  with  him,  or  mention   to  him,   or  in  any  way 
jg       indicate   the  existence  of   the  Money  Committee  documents  which 
.         I   guess   is   --  what  number  is   that  --   CC-1,   or  your  internal 
^       memorandum  of  the  same  date,   the  24th,    I    think  that   is  CC-3,    /, 

with  respect   to  the  existence  of  the   language   in  those  docu-V^" 

ments    referring   to   the   compensating  balance? 

A  As    I   said,    I   didn^t   reach  Mr.    Lance   directly.      I 

merely   gave   the  message    to  his   secretary,    that   this   information 

had  been   subpoenaed,    and  we  were   supplying  it   in  accordance 
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with   the   request   in  the  suhpoena. 

Q         And  you  had  no  contact  with  Mr.   Lance^  his   agents ,   o 
anyone,    that  might  be  a  constituent   to  Mr.   Lance »   from  the 


^       time  of   that  phone  call  until  last  Thursday?  *  v^ie^t 

5  A       Right.  :\^yr^' 

<     •■'^^^^: 

^       Q    Last  Thursday?  -  ?'  I'x* 

7       A    That  is  correct.  Well,  it  was  no  more  than  ten  days 

or  two  weeks  in  between  the  two,  and  that  is  correct.   I  had 

9  no  communication  with  Mr.  Lance ,  or  any  agent  of  Mr.  Lance, 

10  between  my  conversation  with  his  secretary  relative  to  the 

11  subpoena,  and  my  call  from  Mr.  Lance  with  his  attorneys  on 

12  Thursday. 

13  Q    You  said  before  that  the  services  provided  by 

14  Manufacturers  Hanover  that  are  not  cos ted  on  the  sheet,  I 

15  have  forgotten  the  number  of  that  sheet  -- 
14       A    CC-5. 

MR.  SERINO:   CC-5  and  CC-6. 
,3  BY  MR.  MEIMANN: 

^y       Q    Are  not  costed  anywhere  within  this  institution? 
20  In  other  words,  the  services  that  are  not  costed  out 

on  that  —  •   .  ^•"■J 


17 


A         Analysis  sheet? 

Q         —   analysis  sheet,  are  not  costed  out   anywhere  else 
in  this   institution  for  an  account  receiving  additional  ser- 
vices  over  -and  above   those  on  the  analysis   sheet? 
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A         There   are  other  services   that  are  analyzed  on  our 
2       balance   analysis  s/sten.     However,   the  only  services   utilized 
^       by  National   Bank  of  Georgia  which  are  analyzed »   are  these 
^       represented  here  on  the  analysis  sheet.        ITiere  is  no   form  of.- 
9       analysis,   anywhere  within  the  bank,   for  services   that  are  not 
*       analyzed  on  our  computer  system.  .'■■>" 

7  Q         Tlien  how  does   the  institution  know  whether  an   Indi* 

8  vidual  account  is  profit-making,   or  --    is  proflt-aaking, 

9  breaking  even,  or  losing  money  with  this   institution? 

10  A         With  all  due   respect »   that   is   an  age-old  question, 

11  and  the  answer  really  lies  in  the  —   in  subjective  assessaents 

12  which  may  or  may  not  be  accurate,  and  cannot  be  proven. 

13  Up   to  just  a  few  years   ago,  we  did  not  have  this 
balance  analysis  system,   and  it  is,   as   far  as   I  understand  it, 
as  sophisticated  as   any  system  of  its  kind  in  the  country. 
But  there  are,  and  I  imagine  will  always   remain,   certain 
services,  and  types   of  services  provided  by  banks  to  customers 

lg       which  are  very  difficult   to  price  and  at  that  point,  indi- 
vidual  assessment  has   to  be  made  of  the  relationship,  with 
some  determination  coming  from  that,  as   to  whether  it  is   Indee/ . 
on  an  overall  basis   a  profitable  one.  :'^ 

Q         Who  makes   that  subjective   assessment? 

A         All  of  those   responsible   for   the  relationship  are 
given  an  opportunity   to  have  his  or  her  opinion   factored   in. 
It  is  not  in  any  way   a  formal   assessment  on  a  regular  basis. 
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But  from  all   o  f  us   —   all  of  us  work  with   the 
accounts   on  a  daily  basis,*  some  accounts  you  are  much  more 
familiar  with,  because  they  are  more   active,  and  you  are   just 
more   aware  of  it,  but  in  any  event,  we   are  expected  to  be  ., 

familiar  on  an  ongoing  basis.  I  ^3^' 

Q  Let  me   just   follow   this  up  a  minute,  '"'/;  i-'J: 

Was  subjective  assessments  made  by  you,  or  anyone 
else,  on  thfe  profitability,   or  a  lack  thereof,  of  the  National 
Bank  of  Georgia,   taking  into  consideration  the  other  services 
not  calculated  in  that  CC  --  whatever  that  is? 

A         Five.     As  I  said,  there  Is  no  formal   review  process 
done  on  a  regular  basis.     We  don't  sit  down  and  have  a  round- 
table  discussion  about  a  given  account,  unless  we   feel,   or 
some  member  of  the  group   feels   that  there   is  an  actual  problem 

In  this  case,  we  were  aware  of  all  of  the  ancillary 
services  we  were  providing,   and  did  look  at  the  balances   from 
time  to   time,   just  to  make  sure  we  were  In  our  own  mind  being 
compensated  for  them,  and  that  meant  not  break  even  with  the 
services,  but  substantial   additional  funds   to  compensate  us 
for  sending  members,  non- traveling  personnel,   to  the^l>aiik,   and 
having  our  operational  people  visit,   take  a  day  or  two,    to   ' 
spend  with  their  operational  people,    to  make   them  more  sophis- 
ticated in  various   transactions. 

It  was  our  general  feeling  over  the  period  that 
their  balances  did  merit  the  servicing   that  we  were  offering. 
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not,  you  know,  more  than  that.   That  the  balances »  that  for 
the  moment  the  balances  seemed  to  justify  our  going  to  this 
additional  trouble,  and  offer  these  additional,  very  personal 
services,  that  would  absolutely  not  have  been  available  to 
them  had  their  analysis  sheets  shown  break  even  from  a  stahd-^ 
point  of  simply  covering  their  analyzed  services.  :  'j' 

Q    Who  within  the  institution  authorized  those  extra 
services? 

A    I  did.   Bruce  Brougham.  Whe  I  said  their  addltiona] 
services,  I  don't  mean  they  are  something  that  need  specific 
approval  in  any  given  case,  but  it  is  just  general  maintenance 
of  the  account  relationship. 

If  we  feel  an  account  is  requiring  time  or  effort  in 
excess  of  compensation  we  are  receiving,  then  we  would  bring 
that  to  the  attention  of  our  seniors,  and/or  the  account. 
In  this  case  it  was  my  judgment  that  that  was  not  the  case, 
and  as  long  as  they  were  reasonable  requests,  and  I  might  add, 
in  each  case  we  felt  that  there  was  opportunity  for  additional 
business,  such  as  our  helping  them  develop  an  international 
division,  meant  that  their  people  handling  it  would  become   : 
known  too,  and  friendly  with  our  international  people,' and  *  ,, 
hopefully  work  up  an  ongoing  relationship,  because  they  would 
need  somebody,  through  them  to  float  these  international 
transactions  once  they   solicited  international  transactions 
from  their  Atlanta  market. 


Digitized  by 


Google 


1175 


84 

1  So  we   felt  we  were   soliciting   for   additional,  busines! 

2  at   the  sasie  time  we  were  offering  them  the  expertise  that  we 

3  had  to  share. 

4  MR.   HEIMANiN:      That  is   all   1  have.  -  -  ..i 

-    >*:'^^ 

5  BY  MR.   SERINO:  -'^-r'W 

6  Q         Uid   the  call   last  week,  from  Mr.   Lance's   Attf>mofs^tP 

7  in  any  way  influence  your  testimony  here r  today,  concerning  the 

8  20  percent  balance? 

9  A         Absolutely  not.     As   a  oatter  of.  fact,  my  explanation 
10       for  the  verbiage  was  very  similar  to  -^   I  mean  --  my  statement 

here.      1  somehow  think  it  might  have  been  clearer  the  other 
day. 

^IR.   SERINO:     Thank  you  very  much.      I   appreciate  your 
time. 

(After  explaining  the  right  to  the  'deponent  of  her 
reading  the  testimony,   she  waived  the  .reading   and  the  signing 
of  the  deposition-,   and  by  stipulation,  both  counsel  agreed  to 
this. 

(Whereupon,   at  1:50  p.m.,   the   taking  of  the  deposition 
was   concluded..) 
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•.  ,    JvJv^;:;    'i\\:'^.:'L\j  .    •:!- -.    '.;f  •.-•. t  ..j"   '.■    v.    .,    ':'i\cu:   tlu    fore 
yc.vi^   •i':iJ^3itic:j  v;?.s    tt«l'.sn,-  »Io   Iiere^y   cer:*.ly    lihat   tli-i  v.'itiiess 
•A}:-»i>e    i:-3 -i.-.'u^.y    -,)p^«:i-i   :'.:•    x..ic   f  ovrti^^oin;    '.l .^ ;:«»»;.' tioi  wr^s   duly 
SV.OI.1   »>/  mo;    that   tne    .:cs  iiinciiy  c..'  ^.il!   w:.i;r.oii*   vTiS  tul'.er   by 
pjc   stiiVj".  rir/hicriily  cr.O   thsrsafter   reJ^icfJI  m'   './veHri  ting  ondex 
ii)'    .iii ';-tlCrj;;    i-i.it  sriid  deposition   is   «  trae  ri?cord  c?:   the 
vest5.i?o?.y   rjiven  hy  ssi*!  v'ftnejs;    thi-t   I   a;^  ::ei\:hur  counsel 
for-   rcl2£Gd  to,   nor  enplo/ed  by  a:iy  of  the  piirties  to  the 
BCticn   ill  wliich  this  deposition  '/as    taken;    ind,    further,   that 
I   sr  TiOt   a  relative  or  er.iplcyce   of  aii/  attorney  or  counsel 
emj^lo/ed  by   the   parties  hereto,   nor  fiaaacraT-l/   or  otherwise 
interestod  in  the  outcotje  cf   the   aciiori. 


Notavj^  Public  ii.   |^a   f o 
tho^tate  of  Nev.  York 


My    torci  oxMires  March   30,    1973. 
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1|.  ti2CEEDI,§£S 

MR.  SEftlJfO:     Vonid  yom  stmts  jaar  mamm  wmd  mMnss, 

please? 

4  ^  MR.  JENKINS:     Njr  homm  addzess,  410  Nortii  Street» 

si   GreeBwich,  CoBoecticntt. 
$1  NR.  SEUNO:     Jhm  Coaptroller  of  tht  Cmmmqr  is 


2 


3 
f 


presestlr  ocmductiag  s  special  imTestifaticai  iato  oertjda 
activities  occnrring  at  NatioBal  Baaks,  wliicli  «•  beli«v«  /oa 
may  kave  soae  iafoTBaticai  of  ^ecaiise  of  joor  position  kare 
at  NaattfactuTOTS  Hanover.  Facts  have  been  dere loped  iadicatiai 
poteatial  oasafe  and  unsound  banking  practices »  and  possible 
violations  of  law.  both  civil  and  crininal  may   have  occ«rred, 

Althouf^  yon  are  appearing  bore  pursuant  to  n  seb-. 
poena,  jroor  testinony  anst  be  voluntarf »  do  yen   understand 
tbatr 

MR.  JENKINS:   Yes. 

NR.  SERINO:  As  jou  can  see»  a  transcript  is  being 
nade  of  tbese  proceedings.  If  evidence  is  developed  indicatini 
violations  of  Federal  or  State  law»  the  testinonj  given  bore 
nay  be  used  against  jou  in  anjr  State  or  Federal  proceedings. 
Do  ]rou  understand  that? 

MR.  JENKINS:   Yes. 

MR.  SERINO:  You  nay  refuse  to  answer  an/  questions, 
the  answers  to  which  you  believe  nay  incrininate  you.  Do  yo« 
understand  that? 


Digitized  by 


Google 


10 

11 

12 
U 

14 
15 
H 
17 
It 
If 
M 
21 
22 
73 
24 
25 


1181 


4 
MR.  JENKINS:   Yes. 

MR.  SERINO:  You. ma/  be  represented  by  counsel.   I 
understand  that  Mr.  Balamut  is  your  counsel? 
MR.  JENKINS:  That  is  right. 

MR*  SERINO:   If  you  desire  to  speak  with  counsel-  at 
any  tine  before  answering  any  questions*  please,  do  so. 
MR.  JENKINS:   Fine. 

MR.  SERINO:  Would  you  swear  in  the  witness,  pleaseT 
Vhereupon, 

LLEWELLYN  JENKINS 
was  called  as  a  witness  and,  having  been  first  duly  sworn  by  t^e 
notary  public »  was  examined  and  testified  as  follows: 
EXAMINATION  BY  COUNSEL  FOR  THE  COMPTROLLER 
BY  NR.  SERINO: 
Q    How  are  you  presently  employed,  Mr.  Jenkins? 
A    I  am  Executive  Vice.  President  of  the  Manufacturers 
Hanover  Trust  Company,  in  charge  of  the  National  Divisit>n* 
Q    How  long  have  you  been  so  employed? 
A    I  have  been  in  this  position  for  slightly  over  four 
years • 

Q    And  as  head  of  the  National  Division,  what  are  your 
principal  functions? 

A    The  principal  function,  head  of  the  National  Divisio|i, 
is  to  employ  the  human  resources  available,  that  is,  the 
people  who  are  traveling  and  doing  backup  staff  work,  in  an 


Digitized  by 


Google 


1182 


s 

effort  to  further  the  cause  of  the  bunk,  and  the  obtainiiig  of 
new  business »  and  building-up  present  business*  present 
custoaers,  corporations,  particularly  throughout  the  United 
I    States. 

Q         Do  you  have  an/  credit  functions  as  far  as  •valuatiai 
of  credit? 

A         I  aa  a  general  loan  officer.     I  have  been  on  tho 
credit  end  of  the  business  for  alaost  as  long  as  I  havo  been 


y  R   with  the  bank. 

Q    As  a  general  loan  officer*  do  you  have  a  lending 
limit? 

A    Yes,  anything  over  -•  well*  we  have  State  -•do  yoo 
have  a  sheet  on  this?  Do  you  have  this  inforaation? 

NR.  BALAMUT:  No*  we  don't  have  it  available*   Betsy 
Jo  said  she  would  try  to  get  it. 

THE  WITNESS:   It  goes  in  stages*  various  levels,  and 
various  groups  of  officers*  can  sake  certain  loans*  up  to 
certain  linits.  When  they  get  above  $15  nillion*  they  aust 
be  approved  by  two  general  loan  officers.  Between  $10  and 
lis*  they  aust  be  approved  by  a  general  loan  officer  plus  a 
supervisory  loan  officer*  who  is  a  Senior  Vice  President* 

However*  in  certain  cases  of  unusual  loans,  which  is 
a  rather  broad  tera*  but  it  is  defined  in  the  sheet  that  you 
are  About  to  get*  if  that  is  what  Betsy  Jo  is  going  after* 
there*  in  nany  cases  general  loan  officers  okay  or  initials  on 
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6 
the  loan  would  be  required* 

Q    General  loan  officer*  and  what  are  the  other  t/pes 
of  loan  officers? 

A    Supervisory,  going  down  the  line,  and  then  senior 
loan  officers  and  loan  officers. 

Q    If  we  had  a  loan  in  the  amount  of  approxinately  $3 
I  million,  where  would  that  shake  out  as  far  as  persons  that 
would  have  to  approve  the  loan? 

A    It  would  depend  on  the  type  of  loan  it  is.   If  it 
is  an  ordinary  loan  --  by  ordinary,  in  the  sense  that  it  is  a 
straight,  .unsecured  line  of  credit  type  loan  to  a  corporation, 
partnership,  whatever,  straight  business  loan,  the  senior  - 
vice  president  could  okay  that*.  But  again,  all  loans  mua:t  be 
okayed  by  two  officers. 

No  one  officer  is  allowed  to  okay  a  loan.  That  is 
the  loan  is  not  okayed  by  this  bank  until  two  of  the  necessary 
grades  have  okayed  it.-  At  no  point  can  a  single  officer,  do 
this. 

Q    When,  Mr.  Jenkins,  did  you  first  become  aware  of 
the  fact  that  a  Mr.  Bert  Lance  was  borrowing  --  would  be 
borrowing  money  from  the  Manufacturers  Hanover  Bank? 

A    That  goes  back  into  early  1975,  when  Bert  Lance, 
who  had  been  known  to  our  Southern  Division  for  quite  a  number 
of  years,  notified  us  that  he  wished  to  buy  stock  in  the 
National  Bank  of  Georgia. 
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Q    I  show  you  what  we  have  aarked  as  C  of  C  Nuiber  2, 
detailing  a  neetlng  on  April  16 »  197 S»  and  ask  you  if  that 
refreshes  your  recollection  as  to  a  aeeting  you  »ay  have 
attended  concerning  the  --at  which  tine  a  loan  was  discussed. 

A    Nell»  it  says  here  they  were  briefly  introduced. 
If  I  can  explain  that  sentence  just  a  aoBent? 

Q    Please  do. 

A         Briefly  introduced^   this  happens  aany  ti»es  during 
the  course  of  the  dzf,  when  customers  coae  into  the  bank»   and 
are  dealing  with  the  officers  in  the  District  that  haadlo  that 
part  of  the  United  States.     We  are  broken  down  into  ton 
Districts. 

So  that  geographic  people  do  the  aain  work  with  the 
custoners,  and  so  very  often  the  customer  is  brought  around^ 
or  we  are  asked  to  stop  by  and  shake  hands »  and  say  hello, 
just  so  we  know  each  other,   and  it  is  an  introductory  kind  of 
thing,  and  that  is  about  all  that  happens. 

I  would  suspect  that  that  is  about  all  that  h^>poned 
in  this  one. 

Q  Do  you  have  any  independent  recollection  of  the 
negotiations  that  were  had  between  representatives  of  the 
bank  and  Mr.   Lance? 

A        Not  in  the  early  stages,  no. 

Q         So  you  believe  -- 

A         And  that  is  pretty  normal  the  way  we  operate. 
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8 
^  Q         Your  contact  on  April.  16th ».  you  think  was  just  intro 

2  ductory? 

3  A    I  believe  so.  If  it  were  aore  than  that,  I  would 

4  remenber  details »  and  I  really  don't. 

5  Q    The  neBoranduBy  if  you  would  look  on  page  two,  aiid 

6  paragraph  four,  indicates  that  the  --it  was  not  the  policy 

7  of  the  bank  to  sake  a  loan  against  more  than  ten  percent  of 
S   bank  stock,  and  not  the  policy  to  do  acquisition  loans. 

9  Do  you  have  any  recollection  of  that,  one,  that 

10  policy?  Is  that  your  recollection  of  the  policy  of  the  bank? 

11  A    As  a  general  policy  of  the  bank,  yes.  Ten  percent 

12  is  the  number  that  we  work  from. 

13  Q    Okay. 

14  In  situations  where  you  would  be  making  a  loan  for 

15  acquisition,  or  you  would  be  making  a  loan  in  excess  of  ten 
II  percent  of  the  bank  stock,  what  procedures  would  have  to  be 
U   followed? 

^  A    An  acquisition  loan  is  a  funny  animal.  You  have  to 

be  careful  what  you  do  with  it.  So  it  gets  special  attention. 
The  ten  percent  rule  is  general  policy  rule,  yes,  but  again, 
as  happens  in  any  kind  of  a  loan  transaction,  I  am  speaking 
generally  now,  about  our  activities,  we  don't  have  a  book 
which  says  you  do  this  or  you  do  that. 

We  have  a  policy  lined  up.  But  if  it  behooves  us 
to  do  something  that  varies  from  that  policy,  then  a  general 
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loan  officer  could  say  all  right »  we  will  consider  that,  and 
then  we  go  into  the  considdration  of  it. 

At  that  point  in  the  game  what  we  are  saying  is  okay 
you  have  a  deal  that  is  going  to  go  beyond  ten  percent »  let 
us  say,  or  it  is  an  acquisition  loan,  and  we  don't  nonially 
embrace  acquisition  loans. 

MR*  SERINO:  One  second. 

Off  the  record. 

(Discussion  off  the  record.) 

MR.  SERINO:  Back  on  the  record. 

THE  WITNESS:  But  in  certain  instances,  if  our 
judgment  indicates  that  it  is  helpful  to  go  forward  with  a 
deal,  we  might  say  go  ahead  and  consider  it. 

We  are  not  telling  the  man  at  that  point  that  he 
has  an  acquisition  loan,  or  he  has  got  a  loan  that  is  not 
quite  in  line  with  our  policies. 

We  are  saying  to  our  loan  officers,  at  least  I  am, 
that  the  people  who  are  on  the  line  and  dealing  with  the 
customer,  can  y^s^   go  ahead  and  consider  it.  How  this  is 
going  to  turn  out  is  something  else  again. 

BY  MR.  SERINO: 
Q    Do  you  have  any  recollection  subsequent  to  the 
April  16th  meeting,  of  having  any  discussions  with  anybody 
concerning  this  particular  loan? 

A    No,  there  wasn't  any  lengthy  discussion  with  me  on 
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«  it. 

2  Let  me,  if  I  macf\   if  I  can  point  out  how  n/  da/  goes 

3  I  normall/y  when  I  an  in  the  bank»  as  I  told  you  earlier »  I  am 
out  a  tremendous  amount ,  so  the  amount  of  time  that  I  am  in  the 

5  !  bank»  we  forward  everything  into  the  hours  that  I  am  here/ 

6  many»  many  loans  are  brought  to  my  attention. 

7  Now»  the  reason  that  I  have  gray  hair»  and  I  am  57 

8  years  old»  is  because  I  have  had  a  lot  of  experience*  So  that 

9  people  can  come  to  me  and  say  thus  and  so  about  a  certain 

10  loan»  and  would  you  approve  our  doing  it»  or  do  you  approve 

11  H  our  doing  it»  and  I  have  got  to  be  experienced  enough,  and 
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quick  enough  to  understand  what  it  is  they  are  saying,  and 
give  it  a  yes  or  no,  and  then  you  know,  get  on  with  the  next 
thing  I  am  doing,  because  there  are  probably  five  people 
lined  up  behind  him  waiting  for  okays  on  some  aspects  of  a 
loan,  or  an  entire  loan,  and  generally  it  is  a  matter  of,  what 
do  you  think  of  this  as  a  credit,  what  do  you  think  of  this 
as  a  rate  for  that  credit,  balancing  rate  and  credits  together 
and  I  will  say  well,  I  think  thus  and  so,  and  then  we  have  a 
brief  discussion  about  it  and  then  I  will  say  yes,  go  ahead 
with  it.  It  looks  okay  the  way  you  are  headed,  or  not,  and  it 
is  pretty  much  how  things  are  done. 

There  may  be  those  who  say  that  a  lot  more  time 
should  be  spent,  but  the  time  has  already  been  spent  by  traine^ 
loan  officers,  many  of  whom  I  have  trained  over  the  years. 
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11 
'   These  are  guys  who  know  what  they  are  doing.     They  know  the 
limits »   they  know  where  they  can  go»   and  so  a  lot  of  my  judgaeiit 
is  based  on  the  few  facts   they  give  me,  and  the  fact  that  I.  am 
looking  at  the  man  who  has  done  it,  and  I  know  that  I  can  have 
faith  in  him. 

Q        Are  you  in  a  position  to  make  the  credit  decision 
on  a  particular  loan? 

A         I  don't  make  the  credit  decision.      If  a  credit  is 

I    any  good,   it  is  brought  to  my  office.     If  it  needs  to  be.      If 
it  is  not  any  good,  it  never  reaches  my  office.     People  don*t 
come  to  me  and  say  this  thing  isn't  any  good.     Do  you  think, 
is  there  some  way  we  can  do  it,  or  do  you  want  to  do  it? 
That  is  not  the  way  we  play  the  game. 

When  people  come  to  my  office,  that  credit  is   alread; 
shaped  tq>,  and  it  is  not  going  to  spend  a  lot  of  time  in  my 
office,  otherwise  we  would  never. get  any  work  done. 

Q         I  show  you  what  has  been  marked  C  of  C  Number  1, 
and  if  you  will  look  at  the  last  item  on  that  list,  it  says 
—   it  indicates  credit  approval,   that  is  you,   as  Mr.   Jenkins 
and  Mr.   Brougham? 

A         Right.     That  is  because  this   loan  needed  credit 
approval  by  a  senior  loan  officer. 

Q         Why  is   that? 

A         Because  it  is  a  different  kind  of  a  loan.      It  is  a 
loan  to  an  individual.      It  would  not  be  a  substantial  amount  if 
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12 
it  were  to  a  large  corporation,  but  it  is  not.  It  is  to  an 
individual.  There  are  other  things  involved  here,  and  the 
minute  you  get  into  loans  to  individuals,  then  we  take  thea 
out  of  the  ordinary  category,  and  we  say,  these  you  have  to 
watch  Bore  closely.  You  have  to  go  to  a  higher  authority  to 
get  a  loan  for  an  individual. 

No  reflection  on  the  individual.  It  sinply  Means 
that  you  can  get  into  more  credit  difficulty  with  an  individual 
than  with  General  Motors.  So  on  a  loan  like  this,  they  would 
need  to  have  ay  credit  approval,  or  Woodruff,  at  that  tine. 
Woodruff  was  the  Vice  Chairaan,  somebody  of  that  rank,  that 
is  what  we  are  talking  about,  had  to  have  that  rank  on  it,  so 
then  they  come  to  me,  and  on  the  matter  of  credit  approval, 
the  man  talking  to  me,  again,  I  go  back  to  the  fact  that  he 
has  done  all  the  credit  work  on  it,  he  comes  in  and  he  says, 
because  of  the  nature  of  this  loan,  it  must  have  your  approval 

And  for  this  amount  of  money  to  Monsanto  Chemical, 
you  wouldn't  need  me.  That  is  the  distinction  I  am  trying  to 
make  here. 

But  for  this  kind,  because  it  is  a  different  animal, 
it  does  need  me,  and  that  is  the  policy  of  the  bank.  That  is 
the  loan  policy,  and  we  stick  to  it.  There  is  no  fooling 
around  with  that  one. 

So  it  needed  my  credit  i^proval.  I  am  going  to  try 
to  remember  back  over  two  years  ago  to  what  somebody  said  to 
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me  in  presenting  something  that  had  to  do  with  the  matter  o£ 

2  making  a  loan  to  an  individual »   in  which  I  had  to  give  approval, 

3  and  at  a  time  like  that  I  have  trouble  remembering  last  month » 

4  ;<    but  a  time   like   that,  what  I  would  look  at  is  principally  the 

5  safety  of  the   loan. 

6  I   figure  they  have  worked  out  all  the  other  details. 

7  But  I  am  concerned  with  the  safety  of  the   loan.     Just  doesn't 

8  look  like  it  is  going  to  be  a  good  loan  when  we  put  it  open, 

9  or  are  we  going  to  have  trouble  with  this   thing  later  on. 
10  And  when  I   take  a  look  at  it,   and  I   listen  to  their 

evaluation,   and  they  are  trained  people,   and  if  I  am  satisfied 
with  what  they  are  telling  me,   and.  they,   the  way  they  are 
telling  me  in  the  relatively  brief  time,   that  we  have  something: 
14  II    like  this,   then  I  will  say  okay,   I  approve  it. 

Now,  they  have  done  all  the  work  before  that,   and 
..       built  up  the  entire  credit  arrangements. 

MR.  HEINANN:      Is  it  the  credit^  or  the  terms,   or 
both? 

THE  WITNESS:     No,   the  credit,  and  that  is  why  5.t     ' 
says  credit  approval.     That  is  approved  as   a  credit  before  it 
ever  goes  --   is  this   the  Money  Committee  sheet   --  yes,   it 
is  approved  as  a  credit  before  it  ever  goes   to  the  Money  Com- 
mittee.     Because  there  is  no  sense  in  going  to  the  Money  Com- 
mittee on  something  if  you  don't   approve  the  credit.   . 
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That  is,  B  follows  A. 
2  BY  MR.  SERINO: 

^       Q    Is  one  of  th«  evaluations  in  /our  credit  approval » 
*  !;  the  rates  that  the  bank  will  be  obtaining  on  the  particular 

5  loan? 

6  A    No  9  not  particularly »  Because  the  aatter  of  pricing 

7  is  something  that  mf  aan,  woaan*  person,  who  is  dealing  with 

8  the  customer ,  works  out.  That  is  his  or  her  job,  to  work  that 

9  out. 

10  I  am  doing  just  what  it  says  here*     I  an  saying  that 

11  I  think  that  if  this   loan  is  made,  this  bank,  stockholders, 
depositors  in  this  bank  are  not  going  to  suffer  any  loss* 
That  is  what  the  credit  approval  is  when  it  comes  to  me. 


: 


u 

15 
16 
17 
18 
19 

ao 

21 
22 
23 
24 
25 


Now,   the  rate,   that  is  another  consideration.     That 
is  where  we  have  the  Money  Committee. 

Q         Is  then  the  pricing  principally  the  function  for  the 
Money  Committee  to  decide  whether  or  not  this  is  a  properly 
priced  loan? 

A        That  is  why  they  are  in  existence. 

Q         Do  you  recall  specifically  evaluating  this  credit 
back  in  April  of  1975? 

A         Gee,  I  don't  remember  this  specifically.     The  name, 
Bert  Lance,  has  become  rather  famous  in  the  last  six  months, 
so  it  is  hard  to  say  that  I  didn't  really  pay  a  lot  of  atten- 
tion to  a  loan  to  a  man  named  Bert  Lance. 
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But  let  us  think  back  to  April  of  197S,  Bert  Lance 
was  a  fellow  who  ran  a  bank  in  Calhoun»  Georgia,  and  I  think 
probably  had  so»e  ownership  in  some  other  bank,  as   I  recall. 

Of  course,  now  I  know  he  did,  but  at  that  tine, 
trying  to  put  mf  "ind  back  in  — 

HR,  BALAMUT:     All  they  are  asking  you»   just  listen 
;    to  the  question,  he  is  asking  you  what  you  knew  at  the  ti«^. 

MR,  SERINO:     Yes,  at  the  tine,  back  in  April,   1975. 

MR,  BALAMUT:     Not  what  you  know  now, 

THfi  WITNESS:     At  that  time  very  little.      I  knew 
there  was  a  man  named  Bert  Lance,  and  there  was  a  loan  about 
hlB,  and  that  is  it. 

BY  MR.  SERINO; 

n    When  loans  are  presented  to  you  for  a  credit  approve] 
do  you  get  all  of  the  figures  concerning  compensating  balances, 
concerning  what  is  going  to  be  secured  by  --  concerning  the 
rote  of  interest  being  charged,  are  those  something  that  you, 
as  o  credit  approver,  ought  to  have  in  front  of  you  when  you 
approve  the  credit? 

A    Not  necessarily.   I  can  ask  for  anything  I  want,  and 
if  something  clicks  in  my  mind,  and  I  am  disturbed  by  some- 
thing»  then  I  will  ask  for  information,  backup,  whatever  it 
is  that  disturbs  me. 

But  in  the  normal  course  of  events  I  am  doing 
principally  what  I  outlined  to  you  earlier.  They  are  telling 
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1  me,  these  trained  people  that  I  have  got»  that  this  is  the 

2  type  of  credit  deal  that  is  being  proposed,  this  is  how  it  is 

3  going  to  turn  out.   This  is  what  they  think  they  are  going  to 

4  ;  do  with  this  thing,  and  based  on  my  confidence  in  thea,  and 

5  !:  what  they  are  giving  me,  then  I  say  all  right,  I  think  it  will 


make  good  credit  or  not. 

Then  the  matter  of  price  might  never  come  into  it 
at  that  point. 

Q    Do  you  happen  to  know,  of  your  own  personal  recollec 
tion,  who  was  on  the  Money  Committee  in  April  of  1975?  Were 
you  ever  on  the  Money  Committee? 

A    I  was  on  the  Money  Committee,  and  Mr.  Woodruff, 
let's  see,  Woodie,  myself.  Jack  Wage,  was  then  head  of  Inter- 
national, and  of  course,  Mr,  McGillicuddy,  and  Phil  Minor, 
what  I  am  saying,  Phil  Minor,  head  of  Metropolitan. 

Q    When  this  matter  was  presented  to  the  Money  Committee 
do  you  have  any  recollection  of  receiving  this  information  as 
a  member  of  the  Money  Commi.ttee? 

A    Yes,  Now,  when  it  came  to  the  Money  Committee, 
again,  we  make  this  distinction,  that  is  why  I  am  making  it 
now,  when  it  came  in  as  a  matter  of  the  Money  Committee,  it 
was  like  a  lot  of  other  loans  that  are  made  to  individuals, 
set  up  on  a  secured,  demand  basis,  with  perfectly  good 
collateral,  and  with  a  good  rate,  and  when  I  say  good  rate,  I 
mean  good  from  my  point  of  view.   Because  prime  plus  one-half. 
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1  and  then  prime  plus  one  on  the  third  year,  that  is  &  fairly 

2  heavy  rate  as  this  type  loan  goes. 

3  Now»  if  we  made  a  loan  to  a  --  well,  if  you  nake 

4  j  other  loans  you  get  bigger  rates  to  commercial  companies. 

5  Q  '  Do  you  recall  this  loan  being  presented  to  the 

6  Money  Committee? 

7  A    I  don't  remember  it,  no. 

8  Q    I  note  at  the  bottom  there  is  some  initials,  CW, 

9  II  what  does  that  indicate? 
A    That  is  Woodruff.   That  is  C.  E.  Woodruff. 
Q    What  does  that  indicate  to  you»  the  fact  that  his 

initials  are  on  it? 

A    It  indicates  that  he  was  aware  .of.  it>,  and  approved 
it.  That  is  all  I  can  think  of  that^ it.  means. 
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„  Nomally,   there  wouldn't  be  any^  necessi  ty  for  him 

^   I    to  put  his  initials  on  this. 

Q         During  the  meetings  of  the  Money  Committee,   when 
your  principal  function  is  the  pricing   that  the  bank  monies 
are  being  expended  in  the  most  profitable  transactions,    is 
one  of  your  functions  evaluating  the  spread  on  the  loan? 

A         Well«  we  are   told  what  the  spread  is,  and  like  so 
many  other  things   in  the  banking  industry,    this   is  not  a 
perfect  science.      Today  spread  has  one  meaning,   but  we  go 
back  to   this  period  in  time,   as    I   recall,    the   spread   at   that 
time  was   the  spread  over  the  money  cost. 
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i  ;  Today  we   talked  about  spread  over  prime,  but  today 

2  that  doesn't  matter.      Back*  at   that  time  we    talked  about  spread 

3  over  money   cost. 

4  Q         Okay. 

5  As  part  of  the  value  to  the  bank,  do  you  include*  in 

6  that  spread  the  fact  that  the  bank  is  going  to  obtain  balances 

7  of  20  percent  of  the  facility? 

8  A    Well,  you  would  only,  if  you  knew  in  the  original 

9  deal,  between  the  bank  and  tiic  customer,  because  that  is  a 

10  n  matter  of  contract  between  the  two  of  you,  how  this  thing  is 

11  I  going  to  go. 
If  you  knew  that  the  customer,  and  your  people  had 

arranged  that  20  percent  balance  that  was  to  be  part  of  the 
arrangement,  part  of  the  deal,  then  yes^  you  figure  that  20 


U 

ic   percent,  of  course,  you  have  reserve  requirements  out  of  that, 

so  mathematically  you  come  out  a  little  bit  under  what  you 

arranged. 

You  might  have  arranged  ten  plus   five,   or  ten  plus 

ten.     There  are  a  lot  of  other  things   in  here.     Yes,   that 

would  be  considered,   if  it  were  arranged  ahead  of  time. 

Q         So  that  if  you  look  in  that  inter-office  letter, 
CC  Number   1,   the   spread  of   2 .253  percent,    if  the  balance   20 
percent  of  facility  was  a  contract  with  the  customer,  would 
necessarily   reflect   the   --   that   fact  in   the   spread? 

A         Well,   as    I   say,   we  were   at  the  time   this  was   done. 
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!    going  back  over  20  years »  we  were   talking   about   the  spread 

over  the  cost  of  money. 
i  I   can't  remember,   sitting  here,  what  the. cost  of 

money  was   that  day,   or  that  week,   and  what  we   averaged  out   to 
buy  a  prime   rate,   if   I    can  just  pick  some  numbers   to  play  ' 
with,  because   I   like   to  play  with  numbers  better. 

If  the  prime  rate  were  ■"   let  us  say  eight  percent, 
and   I  think  maybe  at  that  time   it  was  somewhere  -«•   it  had  been 
12,   and  it  started  coming  down  by  this   time,  what  the  prime 
was  right  then,   I   don't  know,  but  it  had  to  be  somewhere- 
around  eight. 

So  if  you  did  a  deal  where  you  had  eight  percent 
prime,   and  you  have  got  a  half  over,   now  if  my  money  cost  is 
somewhere  under  eight  percent,    and  it  must  be  eight,   what  the 
money  cost  was  that  day,   I   don't  know,  but  suppose  it  had  been 
six  and  three-quarters,   I  am  just  picking  numbers  out  of  my 
hat,   just  from  experience  in  the   industry,   but  suppose  we  had 
a  money  cost  of  six  and  three-quarters   and  a  prime  of  eight, 
I  have   a  1.2S  spread  right  there,   don't   I. 

Then  if  I  had  another  half  on  top  of  that,    I  have 
got  1.75.      You  know,  give  or  take,    if  my   arithmetic   is   at  all 
right,   and  since   I   am  not  dealing  with  balances,    I   am  not 
playing  around  with  discounting  out  of   this,  so   I  have   plain 
arithmetic. 

If  the  prime  were  eight,    and  my  money   cost  was   six 
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20 
and  three-quarters,   then   I  have  a  1.7S  spread  just  in  there. 

2  Now,  what  the  raohey  cost  was   that  day,  you  have  got 

3  me.      I   don't   know, 
Q         Let  us   get  back,   if  we  may,    to  April  24,   197S,    and 

5  this  particular  transaction. 

6  Would  the  fact  that  there  were  going  to  be  balances 

7  of  20  percent  of  the  facility,  be  a  significant  fact  for  the 

8  Money  Committee  to  evaluate  on  whether  or  not  to  make  this 

9  loan? 

10  MR.   BALAMUT:     Bob,   I    think  you  are  assuming  somo- 

11  thing  in  that  question. 
MR.   SERINO:      Let  me   rephrase   the  question. 
BY  MR.   SERINO: 

Q         From  your  experience,   as   a  member  of  the  Money 
|c       Committee,  would  the  fact  that  the  particular  loan  in  question 
y^       was   to  have  balances  of  20  percent  of  the  facility,  would 
that  be  a  significant  -- 

MR.    BALAMUT:      I   am  sorry,  but  you  are  still    assuming 
a  conclusion. 

MR.   SERINO:      I   am  assuming  that  they  were  committed 
to  have  20  percent  of  facility   in  this  particular  loan. 

MR.  BALAMUT:  I  think  you  should  ask  him  whether 
this  loan  is  supposed  to  have,  and  I  think  you  have  to  ask 
him  that  question. 

BY  MR.    SERINO: 
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1  Q         Are  you   aware »  of  your  own  independent  knowledge » 

2  whether  this  particular  lo'an  was   to  have  balances  of  20  per- 

3  I    cent? 

4  A         These   loans  normally  don't  have  balances   that  go 

5  with   them. 

6  In  the   first  place,   as   I   recall ,  some  of  the  nemos 

7  that  had  been  issued,  you  can't  do  this.        YoU  can*^  tie*  threse 

8  dam  things   together.     You  are  not  allowed  to.     So  we  don't. 

9  So  we  make  a  deal  like  this,  we  are  making  a  deal,   and  I  see 
to  you  have  got  20  percent  of  facility  on   that  sheet,    that  has 

11  got  to  be   something  else. 

12  MR.   HEIMANN:     Wc  don't  have  it  on  here.     Manufacture ijs 

13  has  it  on  there. 


14 
15 

17 


THE  WITNESS:  There  are  a  million  of  these  things 
made  up.  In  a  case  like  this,  no,  we  would  not  look  to  any 
balances,  because  you  can't  do  that. 

Now,   that   isn't  to  say   that  --    if  I   can  go  over  now 


II      to  try  to  answer  what  you  are   --   if  you  are. particularly 
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asking  me  something,  in  any  loan,  becaiue   the  mathematics  where 
you  end  up  on  the   loan,   as  to  the  mathematics,   we  had  the 
rates,  whether  it  be  prime,    fixed,   or  whatever  it  is,   and   if 
we  have   an  agreement  with  the  borrower,    that  the  borrower  will 
supply   the  balances,  be  it  a  certain  extent,   ten  percent,  or 
five,   then  you  can  put  those  into  your  arithmetic,  but  a  loan 
like  this,  you  know   -- 
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1  ij  MR.  HEIMAN:   Can  I  ask  a  question? 

2  MR.  SERINO:   Yes*. 

3  BY  MR.  HEIMANN: 

4  Q    The  Money  Conaittee  sits  down»  and  it  has  a  pile  of 

5  papers  in  front  of  it? 

6  A    Some  days,  only  one. 

7  Q    And  the  only  consistent  Beasurenent*  vis-a-vis  the 

8  Beasurements  that  are  used  in  this  document,  is  the  spread, 

9  because  that  does  take  into  its  proper  calculation  your  cost 

10  of  noney  at  the  time,  plus  all  of  the  proposed,  or  presumed 

11  terms  of  the  transaction,  and  so  that  the  Money  Committee  can 

12  look  at  the  spread  and  see  what  the  rate  of  return  will  be 

13  in  the  institution,  all  factors  being  calculated  in,  and  1  am 
f^  not  trying  to  say  that  is  tlie  way  you  do  it,  there  is  a  certaii 


IJ   kind  of  logic. 
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There  has  to  be  something  consistent,    and   I   think 
it  makes   a  lot  of  sense   to  use   the  spread,   so   that  the  spread 
is  a  calculation  which  gives  comparability  for  loans   that  you 
look  at  and  pass  on,   is  that  it,   in  terms   -- 

A         In  a  general  way. 

Q         Yes 9  because  from  what  we  gather,    the  Money  Committeii 
doesn't  study  each  loan,   unless   there  is  something  strange 
about  it,  or  for  some   reason.     So   that  the  spread  would  be 
the  form,   am  I   correct,   in  assuming  that  the  spread  would  be 
the   form  of  comparability  being  used  as   a  general  guideline 
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of  that  loan»  what  that  loan  will  produce  for  the  bank,    as  you 
can  best  calculate  it  at  the   time? 

A         In  a  numerical  sense »  yes.     Just  throwing  around  the 
arithmetic,  sure. 

Q         Thank  you. 

Then  is  it  fair  to  say,   and  you  can  leave  this  one 
aside,  but  you  can  look  at  it,  you  see  the  sheet »  and  there 
must  be  a  band  of  spread  that  you  consider  the  Money  Committee 
considers  acceptable  at  any  time? 

A         Yes* 

Q         And  if  there  is  something  stuck  out  on  that,   the 
Money  Committee  is  way  above  or  way  below,  someone  would  say, 
what  is   that? 

A         That  is   rights  sure.     There  would  be   an  explanmlion 
of  why  you  want  to  do  it. 

Q         I   am  just  trying   to  find  out  the  process.      So  St 
fair  to  say  --   I   don*t  want  to  put  words  in  your  mouth, 
but  if  you  look  at  this,   and  see  the  2.2S3,  are  you  looking 
at  each  loan,  or  the  -- 

A         You  look  at  the  whole  thing,    and  you  have  a  feel, 
because  you  do  this  every  day,  and  as  you  say,   there  are 
piles  of  papers  some  days.     You  have  a  feel,  for  what  that 
kind  of  a  loan  does  in  the  market,   and  principally  I   think 
when  you  look  at   this   loan,  you  look  at  the  prime  plus   one 
half,    and  then  the  kicker   to  a  full,   and  then  right   there  you 
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24 
decide   that  you  had  good  pricing  on  that   loan.      Just   in  itself J 


2  MR.    BALAMUT:      I    don't   think  it  is   the   intention  of 

3  this   colloquy    --    I   don't   think  Mr,   Jenkins,   however,    is   saying 

4  that  there  was   an  agreement   to  have  compensating  balance   from 

5  anybody 

6  THE  WITNESS:   No,  you  can't  do  that. 

7  BY  MR.  SERINO 

8  Q    Do  you  have  any  knowledge  that  there  was  20  percent 

9  compensating  balances? 

10  A    My  understanding,  there  was  no  agreement  about 

11  balances 

12  Q         How  do  you  reacti  that  feeling? 

13  A         I  remember  back  two  years,  when  I  was    talking  about 

14  this   thing.      If  a  fellow  came  in  to  me,  one  of  my  loan  people, 

15  and  said,  hey,  we  are  going  to  do  this   deal,    and  it  is   going 
15  to  be  based  on  third  party  set  of  balances,   at   least  what  I 


call   third  party,   somebody  else's  balances,  he  has   trouble 


^       with  me  right   there,  because  you  just  can't  do   that. 


My  friend  on  my  left  here  would  --    I  hate  to  say  wha  . 
he  would  do   to  me. 

MR,  HEIMANN:     Would  you  like  to  identify  your  friend 
for   the  record? 

THE  WITNESS:      Mr.   George  Balamut. 

BY  MR.   SERINO: 
Q         Have  you  discussed  this   loan  recently  with  anyone. 
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2S 
concerning  that  particular  phrase  of  20  percent  balance? 

A         Well,   there  has  been  a  lot  of  talk  about  it»   because 
obviously   it  is   of  interest  to  ne,  and  it  is  one  of  those 
things   that  stick  out»   and  there   the  darn  thing  is   right   in 
the  memorandum. 

It  says  something  about  20  percent  balances.      Very 
unfortunate  piece  of  wording,  which  perhaps  we  are  stuck  with» 
but  we  certainly  did  not  have  any  intention  that  there  would 
9  fl    be  20  percent  balances   on  this   loan. 

10  H  Q         Is   it  your  testimony  then  that  as.  far  as  your  posi 

tion  on  the  Money  Committee »   and  your  position  on  the  credit 

12  evaluation  of  this  loan«   that  from  your  recollection  you  had 

13  I    na  --  you  were  not  influenced  by  the  fact  that,  there  might 
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be  a  20  percent  balance? 

A         That  is  right. 

In  fact,   I  probably  would  have  remembered  it  the 
other  way.     Had  there  been  a  proposal   to  use   20  percent 
balances »  and  you  and  I   are  talking  about  balances  of  another 
entity,  not  of  the  person  being  loaned  to,   that  is  what  this 
is  all   about,   at   that  point,   as   I  indicated  a  few  minutes 
earlier,  we  would  have  had  a  stoppage  right  there. 

Q         You  don't  have  any  independent  recollection  of 
seeing  this  April  24th,   1975' intev-office   letter,   do  you? 
The  one  in  front  o£  you. 

A         Well,   sitting  here,    I  don't,  no.      But  I  might  have. 
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I   see   a  lot  o£  pieces   of  paper  during   the   course  of  the   da/. 

2  I   can't   tell  you  whether   I- have  seen  a  particular  piece   of 

3  paper  or  not. 

4  ,  BY  MR.   HE I MANN: 
3                  Q         This   is   a  hypothetical. 
^  Let  me  back  up  and  come  back  around  it. 

It  would  be  easier  to  reconstruct  the  spread  on  this 
3       loan   -- 

A         Go  back  into  the  figures  of  that  day? 
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Q         Yes,  whatever  the  cost  happens   to  be  that  day.      It 
would  be  easy   to  reconstruct  what  that  is,    and  reconstruct  the 
spread  calculations? 

A         Yes,  assuming  the  spread  was   done  accurately,   yes. 

Q         Well,   I   am  assuming. 

A         All   right,  we  will   assume   that  it  was. 

Q         I  gather  this  institution  has   things   come  out   of    - 
the  computer  that  help  people  conduct  spreads.      I   an  not  sure 
whether  your  computer  is  accurate,  but  at  least  that  day  your 
spread  would  have  been  conducted  on  that  computer.     Maybe  your 
computer  was  off  for  that  whole  day. 

If  that  spread  had  --   I  don't  mean  to  make   this 
sound   like  an  unfair  question  --    if  that  spread  includes 
within  it  compensating  balances,    I  mean  the  effect  that   that 
would  have  on   the  spread  to  whatever  it  happens  to  be,   or.-- 
it   is   impossible   for  you   to  answer  this,    I   realize   that,   but 
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'  11    I   am  trying  to   reconstruct,   in  my  own  mind,   what  goes  on  -- 
^       if  that  had  been  a  much   lesser  number,   because   the  compensatin;; 
^       balance  was  Xed  out  of  it,   and  it  would  be   --   if   the  20  per- 
*       cent  compensating  balance  has   to  push  that  amount  up,    and   it 

5  would  come  in  at  a  considerably   lower  number,    I  can't  ask  you 

6  would  you  have  approved  it  or  not  approved  it,   but  that  would 

7  still  be  some  number  that  you  would  look  at  to  determine 

8  whether  or  not  the  rate  was   a  correct  one  for  the  type  of  loan 

9  that  was  being  made 

10  What  I   am  having   trouble  with,    frankly,   is    there 

11  has   to  be  some  form  in  any  institution,   comparability,    and  I 

12  am  trying  to  determine  whether  it  is  the  spread   that  is   the 

13  comparability 

14  A    Let  me  try  to  straighten  it  out  for  you 

15  The  difficulty  here  is  that  we  are  not  looking  at 
t6  three  loans  that  are  being  made  to  three  manufacturers,  for 
17  certain  terms,  whatever  thoy  might  be.  We  are  looking  at  a 
|.   revolving  credit  to  one,  on  a  two  and  five  basis,  and  a 

revolving  credit  to  another  on  a  four  and  four  basis,  and 
whatever 

Those  are  easy  to  compare,  one  to  the  other,  and  you 
go  down  through  them,  and  that  is  where  you  really  look  for 
that  number,  that  spread,  when  you  have  comparable  kinds  of 
loans. 

Very   honestly,  looking  at  a  deal  like  this,  when  I 
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1  get  down   to   the  point  where   I   see   these   rate   figures  here,   and 

2  the  amount  of  the   Ioan»  while   I   can't  borrow   that  kind  of 

3  money,    and  maybe  nobody  in    (.his    room  can,   sti]l    it  is  not   a 

4  huge   amount   of  money  as  wt;    look   at  monies   al]    day   long,   wc 

5  look  at   loans,   this   is   a   xt>lntivoly  small   loan   to  those  of 

6  us  who  handle  national   accounts, 

7  Not   to  sound  snobbish,   it  is   just  that  is   the  way 

8  life   is.     Very  few  corpor-iiJ-ons  borrow  $3  million.     Thoy 

9  y    borrow  15  or  25,   or  whatevev, 
10  I  So  when   I   look    u.    d\is   amount   of  money,   and   this  kind 

of  rate,  you  know,  I  am  sAiisfiod,  in  fact,  the  day  Isat  there 
I  might  not  have  looked  8>  Jlvo  <'05t  of  this  sheet  "  I  already 
said  the  credit  was  okay,  mA  the  pricing  that  the  Money 
Committee  is  looking  at,  as  (  look  at  it,  and  as  I  knew  it 
to  be,  because  as  I  say,  yu'i  «".an*t  have  tie-in  balances.  Thiit 
rate  looked  full  enough  tv  luo,  aud  I  knew  it  was  well  f.f.c.\>r^6, 
so  in  my  oim  mind,  you  knT.-     this  one  passes. 

Now,  it  is  not  <!•«>  ««a»ft'^  as  a  loan   to  Cyrus  F.ric 
Corporation  of  Milwaukie,    h-.   against  a  loan  from  Monsanto, 
as   against  a  loan  from  another   Industrial  company. 

Q         Does   the  National   Hanking  Division  of  yours   also 
handle  bank  loans? 

A         Loans   to  -- 

Q    Would  it  include  wilhin  it  the  correspondent  relatio;^ 
ship  of  banks  throughout  the  country  under  the  National 
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Division? 

A    Our  National  Division  covers  everything  we  do  in 
the  U.  S.,  regardless  of  type  of  business. 

Q    And  how,  in  your  Division,  do  you  detemine  the 
profitability  of  one  of  these  accounts?  I  an  now  talking/ 
about  the  correspondent  bank  relationship  account  between 
Manufacturers  Hanover  and  a  bank. 

A    We  are  in  the  throes  of  working  up  an  accountability 
system. 

We,  like  most  members  of  the  banking  industry,  are 
not  way  ahead  on  this.   This  bank  Is  probably  a  little  further 
than  most,  because  it  is  a  big  bank.   It  has  a  lot  of 
resources. 

So  we  are  now  in  the  process,  and  when  it  is  going 
to  take,  the  computer  people  can  tell  you  whether  it  is  goimg 
to  take  another  year  or  year  and  a  half,  whatever  it  is,  that 
we  are  going  to  have  a  system  which  gives  us  a  sheet  of  paper 
that  says  profitability  on  this  account  is  so  much,  all 
things  considered,  and  then  this  account,  and  this'  account. 
Because  then  you  have  to  make  sure  you  are  comparing  oranges 
with  oranges,  and  not  apples  with  oranges. 

He  are  in  the  process  of  having  that  system.   Tke 
banking  system,  as  you  know,  is  not  something  ordinary  to 
have.  Ve  think  we  are  getting  close  to  it.   Ve  are  not  good 
at  it  by  any  means.   So  we  can't,  you  know,  many,  many  cases. 
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and  probably   in  most  cases*  except  on  some  pilot  areas  of  the    j 


30 

I 


bank  where  we  have  this   thing  piloted  up  and  going»  we  can*t 
take   this   account  and  this   account »  be  it   two  banks »   and  put 
them  together  and  say   this   is  the  profitability  of  97  percent 
of  what  you  should  be  getting,   and  this  one  is   82  percent  ' 
of  what  you  should  be   getting. 

But  we  are  getting  close. 

Q    But  within  the  present  system  of  the  bank,  you  have 
a  methodology  by  which  you  do  measure  profitability,  albeit  on 
alimited  basis? 

A    I  think  we  are  having  trouble  with  the  word  profit- 
ability. 

Q    Can  you  show  him  that  sheet? 

A    Okay. 

You  are  looking  at  account  analysis  sheet,  profit- 
ability, that  is  something  else.  That  is  a  whole  different 
subject. 

Account  analysis,  strictly  is  a  matter  of  applying 
a  cost,  assuming  that  you  have  cos  ted  your  items,  plus  a 
markup,  to  get  a  price,  and  then  that  price  relates  through 
an  earnings  allowance  into  a  balance  requirement  per  item, 
and  then  number  of  items,  and  you  get  the  balance  required 
for  that  piece  of  activity. 

Now,  theoretically  --  not  theoretically,  when  you 
add  up  all  the  balance  requirements  for  all  of  the  activity. 
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1  what  you  have  got  is   the  balance   that  is   required  for  purely 

2  mechanical  and  measured »  not  --   as   I  sa/»  we  have  made  great 

3  progress »  but  we  are  not  there  yet*     Products,   not  only  do  you 

4  --  not  only  do  you  know  the  number  of  items,  but  you  also 

5  know  the  true  price  that  you  need  to  get  for  that  item. 

6  When  you  add  all   that  up,   then  you  do  have  the 

7  balances  required  for  that  kind  of  activity.      It  doesn't  in- 

8  dude  --  well,  I  could  sit  here  for  the  next  two  hours,    if 

9  you  had  the  time,  it  doesn't  include  talking   to  me,   if  they 
10       think  I   am  worth  talking  about  something,   it  doesn't  include 

talking   to  Til ford  Gaines,  our  economist,  or  Paul  Hannah, 
Executive  Vice  President  of  our  Holding  Company.      If  they 
want  to  know  something  about  holding  company  procedure,   or 
whatever  it  is  you  want  to  know.      It  doesn't  really  include 
the  cost  of  calling  on  them. 

It  doesn't  include  a  lot  of  things   that  are  outside 
of  the   listed  services.      So  I  have  to  stress  with  you  that, 
I  know  what  you  mean  by  what  ypu  are  saying,   but  I  want  you 
to  understand  that  what  I  am  saying  is   there  is  a  lot  more 
than  what  is  on  this  sheet. 

Q         Then  as  a  member  of  management  in  charge  of  this, 
how  do  you  determine,    in  the  present  system,  whether  an 
account  is  profitable  or  not,   in  consideration  over  and  above 
that  calculation,  whatever  that  number  is? 

A         You  almost  have  to  start  with  that. 
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Q         Over  and  above  CC-5»  how  do  you  determitte  whether  or 
not  that  is   a  profitable  relationship  for  this  institution? 

A         Obviously,  just  to  hit  the  obvious   for  a  monent,   and 
go  from  there,   if  the  balances  don*t  add  up  to  what  they  shouI<  i 
be,   then  we  have  a  problem.     The  Account  Office  has  a  problem 
with  me,    that  is  what  the  problem  is.       Because  he  has   to  go 
out  and  try  to  get  that  thing  up. 

If  the  sheet  shows  that  we  break  even»   then  that  is 
okay,   if  account  officers  realize  that  that  is   really  all  we 
do  with  that  bank,   and  they  never  ask  us   to  work  with  them  on 
loans,  they  don*t  take  up  a  lot  of  time  that  we  could  be 


12  spending  elsewhere ^   figiuring  out  whether  we  want  to  go  into 

13  a  loan  with  them  or  not,   there  is  no  other  rumpus. 

|.  They  send  us  their  checks   and  coupons   and  whatever 

else,  that  is  it.     Straight,  mechanical »  and  that  comes  out 
even,  because  it  has  our  markup  on  it.     That  is  a  profitable 
account.     That  is  exactly  the  way  it  should  be. 

Now,   then  that  is  a  negative,   and  breaking  even, 
and  having  more  than  that  is   the  only  three  you  can  have.     So 
if  there  is  more  balance  than  is  required  in  this  numerical 
exercise,  then  we  have  a  whole  separate  problem. 

Think  for  a  minute,  what  more  do  we  do  for  these 
people   to  help   them,   to  warrant  their  having  that  additional 
money  with  us? 

Well,  again,   I   can  cite  Tilford  Gaines,   I  can  cite 
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1  !<  all  the  services  of  this  bank,  I  can  cite  international  inform-j 
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ation.     We  don't  have  anything  for  that  on  this  sheet.     We 
night  supply  thea  with  all  kinds  of  inforBation,  kinds  of 
things   to  help  them  in  making  judgments  of  their  own.     This 
kind  of  thing  goes  on. 

It  is  not  on  the  sheet,   and  I  have  no  way  of  accurately 
measuring  that.     It  is  just  a  feel  that  we  do  more  for  these 
people  than  is  simply  called  for  on  a  mechanical  sheet  of 
paper,  that  can  include  all  kinds  of  things. 

I  mentioned  loan  participations.      Some  banks  we 
spend  an  inordinate  amount  of  time  going  over  what  they  want 
us  to  do  for  them  in  the  way  of  lending,   and  a  great  many 
^11105  ve  may  turn  it  down.     Very*  many  times  we   take  on  the 
loan  because  it  is  helpful  to  them  to  participate  with  them 
^^  ,oae  kind  of  a  loan  transaction,  to  a  local  company, 
iiliare  they  don*t  want  the  competition  locally  to  get  a'  foot 
into  this  thing,  so  we  step  in  and  help   them.     That  is  not  on 
here. 

Now,   all  of  that  goes   into  a  futures  system  that 
we  have  hopefully  coming  out  of  the  computers,    and  again  I 
say  the  year,  year  and  a  half,  whenever  we  are  going  to  get 
this,   then  we  start  to  get  profitability,   because  then  we 
take  in  a  lot  more  of  the  activities   that  are  involved. 

So  it  is   a  matter  of  judgment  as   to  whether  these 
fellows   are  using  you  beyond  the  pure  arithmetic  of  this. 
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1  where  there  are  excess  balances* 

2  Q    It  is  really  the'  judgment  of  the  account  officer? 

3  A    The  district  fellow  is  the  kingpin,  there  are  ten 

4  i  district  heads.   They  know  their  accounts,  and  they  know 

5  whether  they  have  excess  balances  or  not,  from  the  analysis, 

6  and  if  they  do,  what  are  they  doing  to  earn  the  excess 

7  balances? 

8  Ihat  is  something  that  the  district  heads  and 

9  I    account  officers  know. 
Q         This  is   logical,   I  understand.     You  are  looking  to 

the  account,  where  is ,  the  head  of  the  account  to  make  some  of 
these  determinations? 

A         Sure,  that  is  one  of  these  things   that  he  is 
trained  to  do. 

Q         Let  ne  ask  the  next  question  -- 

A         I  used  to  do  it*      I  have  done  all   these  Jobs. 

Q         Since  this  is  asuperbly  nm  institution,   and  that, 
is  not  gratuitous,   counsel,   I  suppose  it  is  perfectly  possible 
to  reconstruct,  and  cost  back  the  services  provided  for  in 
any  institution,   if  you  wanted  to,  on  a  hand  basis,  do  a 
profitability   analysis. 

Let  me  explain  that. 

If  people  from  this  shop  have  jone  to  that  bank 
to  help  train  people,   if  there   is  a  record  of  that,   if  they 
have  met  with  Tilford  Gaines,   that  clearly  would  be  in  his 
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l!    records,  or  whoaever  we  are  talkins  aboit? 

A         You  are  a  little  aore  confideat  in  tliose  indications 
than  I   an.     A  lot  of  things  happen,  hut  thtj  are  not  vritren. 
He  can  bring  sonebody  in  to  talk  to  Til  ford  Gaines  for  an  hour 
and  I  an  not  sure  Tilford  has  a  record  of  it  an/where.      I 
rather  doubt  that  he  has.     Because  he  talks   to  people  all  the 
tine.     He  is  constantly  talking  to  then,  and  ve  night,   or 
■ight  not  sake  a  aeno  that  included,  vas  a  visit  to.  Tilford 
Gaines.  There  aight  be  in  it,  but  how  long  it  took,    and 

the  value  of  it,  we  are  so  daaned  iaperfect  it  is  hard  to 
say. 

Q         I  aean  tiae,   energy,  expenditure  of  funds.      I  don't 
know  what  the  value  is. 

A  The  fact  that  it  was  done. 
MR.  HEIMANN:  That  is  all. 
MR.   SERINO:      I  don't  have  anything  further. 

17  I  Thank  you,  Mr.  Jenkins. 

18  p  (Ifhereupon,  at  3:10  p. a.,   the  taking  of  the 

19  II  deposition  was  concluded.) 
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(,    Joseph   lici^ers,    thu   Ci'-icai*  {jv-'r^ro  whoB«  the   fore- 
going depositics  vas  rnkon/  da  hereby  corilfy  th*it  tho  witness 
wnosp   t35tir.cny   appsaT3  in   tho  forcgoAiig  deposition  was  duly 
SKcrr.  by  :•:<»;    thnt   the   i:cs ti.ir.cn/  of  ^ai^l  witr.*?.,.^  xac   takr^n  by 
IT©  stenographic jlly  pjid  tharecrter  reduced  to  typavrriting  dhdci 
my  direction;  that  said  daposition  is  a  tra*  record  of  the- 
testiaiony  .givers  by  said  witness;   that  I  aa  r:Cither  counsel 
for,   related  to,   nor  eo-.^ilo/ed  by  any  o^  the  parties  tc  the 
action  in  whicr   this  deposition  was   taicen;   and,    further,   that 
I  PS  not  a  vDAativs  or  eBiployfc«d  of  Any  attorney  or  counsel 
siployed  by  the  parties  hers  to,  nor  finc-ncially  or  otherwise 
interested  in  the  outcotse  of  tlic   3ctio.i. 


^^{otajf  Public  in  sa^^br 
^^     the  State  w£  Hew  York 


iiy  t^rn  ^^Jipf.rjs  March  3C,   1979. 
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DEPOSITION  OF  ROBERT  BROUGHAM,  DISTRICT  HEAD,  NATIONAL  DIVISION," 
MANUFACTURERS  HANOVER  TRUST  CO. 


OFi^iCU  OP  TUE  CUHlVfiCLLBR  OP  1BBnCKmR&IICr~ 


Deposition  of  ROBEKT  BfiODGUAM 


New  York,  Now  York 
August  .8,    1977 


Poges  1  thru  55 


320  Musachusttts  Awwhic,  H£, 
W3BNnfton,D.C.  20002 
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OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRBfCY 

rHI«w  York^Ne^"YorV2''.^*-;;:^>:^ 
"Cilonday  /!  August  :8  /a^*?^'^  "^J--?-; 

Investigatory  deposition  of  Robert  Brougham,   taken 

at  the  offices  of  Robert  J.  McKean,  Jr.,  350  Park  Avenue, 

. Qonference;,Rooa».f<20th> Floor,;ilew  Yozib,-  Neif.  York*  jpursuant  to    <. 

^^notioe,^Ji^gii^4^SiA^I»£^<^^P?»*  r  «c^jiotary 

public  in  and  for  the  State  of  New  York,  when  were  present  on 
behalf  of  the  respective  parties: 

,...;>  On -behalf  of;the*I)eponcnti^/v  •.--''•-c'*-;    -^..^..-sr^.---  ;►^::;,'»-       ^^  • 

':  /   rr'^  '^^GBORGB-B.-  BALAMOT,  -  ESQ. ,  ' "^  "•>-?: ^::;^is.-■  ---'  -     ^. '-    ~^>f: 
^VMV^^^i::>Sin5>son^':^ThacAer?'ft  -Bartlett,;?^^  ' 

350  Park- Avenue, 

New  York^New  York  10022 

^...  ^^ ...On  behalC^f Jb|ie,jCoiiqpt3?oller.of_t^^    Currency:. 


,\^^,."»V.*- 


•v.; 


;' -  ^^/^V^■ :  JOHN  HEIMMIN,  '' "   ^^    .*  *^  '^"'-iilVV'JfV',  %^*^V--  "''^^^^ 
-4i  .  -  -   Comptroller :pf. -the  Currency  "  ':. ..! '  '.  ^  1 . 1 V..  •  f^^  2 

'•J'^'r^i^:^^^  ROBERT  B.^SERINO,  ;   .    •.   -  -  ;*  :j-tj 

Director,  Baforcement  and  Compliance 'OivisioD,  ;; 
Comptroller  of  the  Currency,'      -  ••  "-"  - 
Administrator  of  National  Banks,. 
Washington,  D.  C.  20219 


-    V* 


■:*   .,.     .-,  .  ^   —  /,.• 
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MR,    BTlOa<:AAM£      llob«rtr  Sru«  Eroughxin,   292  Qigle 
Street,   Ten  a  fly,  K*w  Jersfly- 


'ttcuWtifiV  occurring , at  natJ^uiftl,  bank* /which  y*  believe  you 
hA^  ijifomatlcMi  00  because  of  your  position  here  at  Kanufac- 

U.^Z^y^'-^'r^^ , Altbi>iigh|y du;: u^^^appearlJi^  Jiere  purauan t ^ to^ a  a ubpoe  la  , 
your "^teatiwony  ttust  b«  voluntary,  *"   '  '     ''        '"^ 

Po  you  underatand  that? 

^^L^:>;>^^T      ..v^^^y—.  -,.-,:    -.   -.-.Tr-.^- 
*    i«J'^^^^">±Viiiu:sRiiNo»^::if  evidence  is. developed  ^dicatlng  vlo- 

^^l^'-l*  latlona  of  Federal  or  >tat»  law,   the  tea  tiroony  given  here  nay 


tr 

It 

It 

21 

n 


be  used  against  you  in  any  state  or  Federal  procsedljigp  y 

Do  you  tmderat&nd  that? 

Hit.    BBOtJGaAK:      Tes,    filr. 

HR-    SERIMOj"  Tou  may  refgafi  to  answer  any  gueetions, 
the  answer  to  which  you  bolieve  laay  incriminate  you- 
.yo^  understand, that? 


24 

I  understand  Mr.  Balasaut  ia  your  counsel  here  today. 
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is  that  right? 

m.   BBOOGBJtfl:     T«s,  sir.         .    ^.«^ 
^^-^'•Jb^^^'-^JK^^^  Smamdi^^  •  mt^'maw:  tiM/Ttml< 
ooansftl*  yoa  aagr  ^sak  with  hia  outsictar  of  ths 
psraissioa  to  take  Imaewm  and  rtiscoos  the  ■■tfsi;  with  him. 


-*      »     -  "s^  r  "'-♦s?^ 


)  {T »>  OtodocOwiflB&Bv  tho  '  CbrooooLBs.* 

**^^    to;  -^  ...  -  — 1  - 


Tfls,  air. 


s: 


the  nil 


*"    "",•  "^^  -y-'<^^3i>!?r.^^  V ■_^-*'A*''^-^   ^-^lA^    .^'^^^^1lJ-\^^-^  ^*'*    ~  "  -'  1 1^  ^  ■ 


was  called  as  a  witMsa 
^^»  aotary  pgtfclic^jpas 

nr 


£irsfc  daly  smkb 
and  ti*i^f***»  Mi^JEoXXoMs: 
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Q  When  did  you  become  the  Diatirict  Heed? 

A         I  really  cen't  rejnetober  ttui  eKact.^dAt«  o£  that.     ,  ^^ 


|>c--^t;'v  ^•'  .^     ^    -  ■'-  -^1  "■-:  ---r'-i^^"*;:-;? v*--*^  ;-■-^'-''^-' 
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A  "*^Foiir"year«  ago*   something  like  that. 
Q  Ab  District  H«ad,   whet  ia  your  function? 

A         WolJL,   I  att  tp^  Hupervise  the  .actlyitittflL-Ol  the  Distr^jst* 
.'  to^^insoze  that .«« ^ attract  bualnaai  /  w» .  aorviqe;^tb«/  loan ,  busi-i^^ 
blesses' of  the^ District  prudently,   adtaini«tratlve  roatt^rs,  per- 
sonnel»  et  eetera* 

Basicaliy  I  ain  charged  with  maXing   nura  that  Manufac?- 
tozers  Hanover sbas*^ood  buslDeaa  .  in  the,  southeastern  states  />  > 
':that'lt  io^prudantr^that  ItlB  coaservatlve/'that  It  is  attract 
tive  to  the  bankt 


13 

O    As  District  Head,  who  would  be  your  immediata  super l^rl 

}  <-vi  A  1*:  Preaantly",  .W  ^lJ«»c^i«ta  superior  is  Fred  Baiter  1 

Senior  Vice  President, '•V-'^J-v^* 
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Q    '     Hhat  position  does  he  hold  In  the  banlc?   '^ 

A         sanior  Vice  President  In  diarge  of  the  region  witJi 
four  districts  similar  to  niina,  according  to  him* 

Q         And  within  your  division,  who  would  be  reporting 
directly  to  you? 

A  All  naeinbera  of  the  district  report  to  loe  avarftuallyp 
I  have  broken .  it  down  into  subgroups  -  -  "Tou .  have  »et.  Us .  Viensr 
this'momlng- ^'she'is  ln*oharge  of  a  subgroup  that  handles  oiar 
business  in  Georgia,   Alabajna  and  Hlaaissippi. 
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I  ftlko  bAV*  vMtlmr  subgiroap  wbich  haadLe*  our  bu^l- 

nB99  ill  Floxida*  j  _ ,      ^.  .   , -,; .^-.-^^    -  .    — ^ 

-  A  . ."/  -.     , ; '  la '  addi  tida :  to\  tiMct  ,f  Hr^-  ^Cibrwiii  #  who  \  km  [w^JMo^  -  ^1  'Man 
also  supervisda  tboBs  peopLOi.     Tti«y  repart  to  mm  tbrough  him. 
Q         Hov  l^tig  has  thftt  r«portlD9  systea  b«*o  la  opera tioa 

'  '*-r  ^^     '  It  haatMVB  within  Hw  LasC  -rr  it  has  bean*  l£iatsrl>"> 
than  that..     It  has  baan  pzobably  tha^last  thma  os^ovir  years. 
Ins  havs  had  a  couple  of  changes  la  ovr  —  the  internal  way  w« 
handle  the  people  In  the^outherii  Dtatrlct-     ^  ^-^^_^^^^^-  .jrv- 
^^ii  ;v:  0  -^  /  HOW  aanx  ^fbsrn  ■  7:- jfhat  >  mnild  yon  ^  call-^i-t"  —  maittimt, 
"-^Of  the  division^ thit  handle ' Georgia?  "^"^^^    T^r^^^^i^^  '.ir   -  \. 
A         District  that  handle  Georgia.     There  is  a  snbgcoup 
led  of  Ks*  Viezterr.Mr.   Uaeaaer  and  Mr.   Charles.  Erown.^  And 
in  addition  to  that, ^I^  have  overall  responsibility/^*^ would -r 
have  Georgia  responalhility  aa  would  Mr.   OerwiD^  wIm>  fanotlona 
as  a  District  Head  in  wi  absence. 

0         When  losns  cones  In  through  this  parti cnlar  district 
that  is  the  Georgia  District*  would  they  90  through  one  *df  yoo: : 
■eaibers  vithla  that  group? 

A  Oftentlaies,   they  would.      It  depeads  on  who  the  con- 

tact was  fcade^wlth*„^^^^jt      j;  -^      ,   ^„.je  -.  .*;  ,^^-  ^--  ..t_:^.'  *- 
. -..         •    •  For  ijiTli._1f  one  of  ay  Junior  assoclats»::^re€eived 
a  phone  call  fro«  ao»eone  reqxaesting  a  loan  acccMMMlatioD,  be 
or  she  would  take  the  infomation  dcswiit   perhaps  arrange    for  an 
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opp«>intiBent.   for  the  nan  to  oo(t>e  in  and  visit  with  ua   and  dis- 

cu^a  thtt  pArticuiara  of  th«^  tjrwia action,  and  inCoinn  m«  oC  it.^ 
^'<>''^*V7  **  "-^  Mkmflf •  ri  ;if  l«riiap»  later,?  defwiding  oi|l  ;th*  ^ix«  of 
''it  within" our  leading  autlM)riti««  #   1  would  infoEn  my  Bop*rior 

that  %re  ara  going  to  b«  taUang  about  ao-and-ao  about  a  partic 

alar  transaction - 


11 
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^ ing " authoriti«a7 

A         ua  bam  very  atratlfied  lending  limit*.     My  landing 
—  DO  officer  in  thia  bank  can  jnako^  a  loan^  on  hla^oMa^signatur^. 
^Thaxv.araat  l©a»fe.^;it 'ia  ona  otharrfllgnatuifa'raquiiad  on^ v^ 
Tanytloan,  atid'dependin^on  the  charactaristic  of  tha  loan,     - 
there  may  be  mora  raguired,   both  aa  to  sixa  of  loan  and  the 
type  of  loan  inyplyed.^     .   ,^    „  ^^.  ^, .    ^  ^ 

i^-^-*'^^>  ,  1^  landing "  attthorl tiaa  within  .our  (policy  guide linea , 
I  and  another  lending  of f icsar  can  lend  up  to  92.5  Billion  with 
out  going  to  anybody  elae,  unleaa  tba  loan  haa  apacial  charac 
teriatica,  and  wa  have  a  loan  policy  maybe  tiiat  long  with  what 
conatitutea  special  characteriotica  whlc^  I  can  try  to  go  into 
I  can*t  quote  evary  hit  Of  it, 

Q         NOf   1  don't  want  you  to  go  into  it 

,.  .  Sut^a  special  cha r actar is tic,  would  a  apecial  charac 

tariatlc  ba  the  .fact- that ^  it  is  a  bankjitock  >oaQ;  iJi  exceas  of 


A        Idke  that,   that  typm  of  thing.     Loans  to  individuals 
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1  I  A         My   recollection  is  that  I  met  Bort  Lancft  veify  ohortl;^ 

2  aftar  I  ot^rted  traveling  in  Georgia,  which  waa  in  1962*      At  . 

'  *3       that  tin*,  iiy*»apoiiaibilltl«a  were  what  ^w©  (sail  count ry.  bonka 
'"^4  rin  Georgia/  AlabaM,  Mississippi  and  parta  of  Florida. 
5  I  0         In  what  capacity  did  you  veet  Mr-  Lance? 


Id  what  oapacity  did  you  peat  hi»?       "   .^,./w 
His  bank,  %rhat  is  nov  knovn  as  the  CalhoiU)«tBank ,  was 
.  10       known  as  the  Calboua  Hatlonal  Bank  at  the  tiiie^  %*  J*  5S?^«*P^* 
:  dent  •  of  ours  and  had  been  eio^  1^51 .  ^  -^  k4 ^^^  * ,-  -V^-^  i , . ■  ^    , 


"^^''^T?^  0  ^  '■  An  d  ±hm  purpoa  e  of '  your  mae  tin  gat^that'tiae  waato 
discuss  the  relationship  between  Calhowi  — 

A         Yes.  .^  HSC.J^J^!'-'^  9<>  .°ut,  cknd.  call  (^  banks  and 


M.^\  .%mm  i,t  there  was  Biore  ways  that  we  could  do  huainaaa,  bring 


17 
II 
19 
20 
21 
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24 


our  services  to  their* attention.     And  that  is  the  nanner  in 
%rhiai  I  «et  Mr.  Lance.  ."   >-  ^  --v-      -  •" 

0         Did  you  have  any  discussion  with  Mr.  I*ance  at  that 
time  concerning  the  possibility  of  born^wing  money  frooi  Hanu- 
facturers  Hanover? 

A  No. 

0  Did  you,,  on  occasion  in  19£3,  diacuaa  with  Hr.  Laa^ 
thejitatus  pf^the  Manufacturers  Kanover  relationship  with  his  " 
bank/ the  Calhoun  Bank?  ' 

A    Yes,  we  talked  about  the  Kinds  of  business  he  did 
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to  pnzchastt  on  intox— t  ia  the  ■atioaal  Bank  of  Georgia? 

."'-^^h'    *'i'-'^    ---JfiV'-    •^vir'**^  ■'''■^  ' \  "'?•''      *'*-':     '      r-'""'  .     -        "  ' 

U\i^^r^^'*K^ If willj*  ite|«7y«M^;tD'  hoip'^>o»"ip^tjto«h^yoy  rooolloctia  i^ 

^  '"'^A^"  • "  I'^tliiak^lt^iM^^^  kBOv  about  J^rll^K ;  / 

1975,  whan  ha  and  Kiag  dovaland  caaa  in  haxa,  and  I  was  tzyiaii 
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( 

with  on  and  ubat  maxm  ve  woold  lika  hia  to  do.     Be  did  intro- 


■oze  aenploes^^  Be  was.  e.  Cine^ooantzy  banker  at  that  tiae 
:  -Md  mory^'tmpMyii^  itet^jpcm  jnean  hg 

the  atatns  of  the  zelationahip. 

Thoaa  are  the  pvzpoeee  of  oar  visits  really.     It  is 
.^BOt.^ast.to  Mqr^hia^^ii^  hov^^  - ---^r^.-  ^  r; -^  . ' 

v.^ggor^  ■  ■  Wwm^did  jree^-first^Xeag^  thet  Mr.  -  X-anoa  Vionid  like  -^ 
.to  boriOM  HMMyfrajfoinr^biBk,  froa  Maeufactiirers  Sanoirar, 


to^thi^  if  ,ve.had.^heard  aboot  it^iB.advMKai.. .  I. don't  thinks 
>o.  ^  I  tiiiak:Bert., called  and  'said  he  wooldlike  to-^talk  to  ns: 
Bat  that  essentiall3r''-7-   -     ^^      * 

Q         Can  yoa  —  if  yoa  woald  look  at  that  April  IS,   1975, 
■aaorandoai  to  zefrash  yoar  reooUection  as  to  tfhat  haiipened, 
can  yoa  relata  to  as  essentially  the  aatnre  of  yoor  neeting  at 
that  tiaa? 

A         Yes,  I  will  try  to. 

MV-~-.A .  j"  i  Ihank  yqtt^i;^^;:'i,>'>'.'^-'--  *fc^'.l'-'-^;''':^%.OV^l -"*•••  ^':"'.**'-  -  ■"/- 

Mr.  Lance ;''vho  is'' the  new  President  of  the  National 
Bank  of  Georgia,  caae  din  %rith  King  Cleveland,  the  Chairaan  of 
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1  the  Board,  to  tell  ne  that  Mr.  Lanoe  and  other  asaociatea  of 

2  hia  were  intereated  in  purc^iasing  control  of  the  National  Bank 

The  National  Bank  of  Georgia,  at  that  tine,  was  owne^ 
5   by  a  financial  general  corporation  froa  Washington,  D.  C. ,  tha^ 
«  n  is  60  percent  of  it,^I^ believe  was  owned. tyy  National  General, 
:  -C \7*i  !*and ! Mr.:'  Lance ^jbold' Me^.that ' that  .atook  was  on*^  thejnarket '  and  he 
8  0  would  like  to  purchase  it.  ^-  --  - ' 
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^'•.•■■«;w,-i 


Drandun  was  prepared  by  Mr.  Gerwin? 

Right.    "  ..       '    '  ■  ;\-;  ..':'•• 

Both  you  and  he  met  %rith  Mr.  Lance  at  that  tine? 

Yes . 

Was  anyone  else  present  at  that  tine  that  you  can 


Be  then  went  into  what  his  ideas  were  for  what  he  wa  t 

going  to  try  to  do  with  the  National  Bank  of  Georgia,  and  that 

^.   -  •  ,^     -  ••  '  ^  -f -*'■■" .-*.  »•*   ."?,      — •  '■-'   •'.•  •  •'*•  •  *.  -  •  "■   •-• 
\:aoea-' on -at'^sOBel^great.  length, -and  asked:  if.  we^jrould;be  inter-., 

*ested  in^financing^it:*^-  ■  '^'>^'T:-^rr^;>^y?V.-"-?r^ 

we  agreed  that  we  would  be  willing  to  consider  the 

loan.  _ 

t  "■'  ".'Q'^'*   1^  you  -look,  at  your^-last  paragraph-  of  the  neaorandum 

this  ne 

A' 

0 

A 

0 

recall? 

>^.>"v{.«;0  7>^  It  indicates »'.  backing  up  ^tp/the  first  paragraph j;^'^^- 
"''  that  Mr.  Jenkins  and  Mr."  Woodruff  were*  introduced -^briefly  •":'C^: 
Do  you  have  any  recollection  of  that? 
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sure 


H        I  had  not  until  you  rttainded  mm  of  it.     I 
tlMitjiua^^  ^taeketly^  zrJt^  a  greeting 

to^  people  Who  .arejDl4-^n9tpBer8 .  andj  that,  sortT:  of  .thing  -    •  *'    * 
senior  people  of  our  hank  if  they  happen  to  he  there.     Strictl;  r 
a  social  hov  do  you  do  type  of  thing. 
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1  I  Q         Why  did  Mr.   Lance  com  to  visit  with  you?     Because 


.      2 

'--V  ••( 

5 


he  had  done  business  with  jrow  in  the  pastt       .,^.^.>,  -. 


"^1 

"^Q  '^"  Now,  why  was  Mr.   Gerwin  present? 


A         Simply  because  he  was  in  the  bank  that  week,  was  my 
4    . nuaber  two ^ nan,  who  1  describe^.^sharod,  responsibility  with  ne 
' .i*. r  '  for-  all' Dur  business  "intho.fouT^Statas  that-I  have*  r#sponsirl> 

'    f\  Q         Was  Mr.   Gerwin  an  individual  who  would  prepare  the 

loan,  or  evaluate  the^  loan  at  t^at  point  in  tijne?.^.,.^..       ^ 

:.,/v^'.  ^^;:^  :'■••■■     '^-^^jT^'^^^'  t'"--      X     "•         "  •■,"••■   ■ 

V  ; -v'-Av.'  One  of  thfta.^©* .**^*«  would  do  that,  together.*- iJ.       v. 

''would  belnvolvedin^hat  typs'of'thing.  " 

Q         I  draw  your  attention  to  the  last  paragraph  of  the 
fteaorandum,  and.^he^yery  last  sentence  indicates   that  Citibank 
was.  appro ached^^to^  extend  the' above  loan. !  •  »^'  *.       r''*^^^.'^\:  \;^'^f 
"^  ^'     -         Do  youTecall  any  discussions  concerning  that?  '- ^- '   ' 

'■A         I  don't  recall  any  discussion  about  the  fact  that 
Citibank  had  been  approached.      I  was  under  the  impression  that 
Mr.  Lance  was  going  to  approach  Citibank,   and  I  will   tell  you 
the  reason  why  I  was  under  that  impression,   is  we  had  received 
a  credit  inquiry  from  the  Citibank,  a  day  or  two  before  that, 
to  ask  about  Bert  Lance,  and  what  kind  of  fellow  he. was,,  and    . 
what' ottr. experience. had  been »  a  normal. kind  of  roiitiiie  inquiry 

'-' "  --  ?^—   I  just- put ''two 'and  two  together^' and  just  assusied   * 
that  he  was  going  to  be  visiting  over  there,  and  so  it  doesn't 
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14 
come  as  a  surprise  to  ne  that  he  night  have  been  at  Citibank. 
Q         What  discussions  did  jou  have,  jconcejrnin^^the,  jcorres 
:; pendent r '^ th#  pos|ib.tltty.'iofcr having  correspondent  J>.us in^ssj^of  >>- 
""the  National   Bank ^of  Georgia? 
A         At  that  time? 

Q         At  that  time.         ,..-  ^  ...    .        .^ ...  --        ^,,-;-.*k- 

.^j.  fC;:' Aw:>:L^iBm  glad;you;i»ked^ath.at,"bec^^ 

'  tion  i"ever*had  with  Mr.^Lance  about  a  correspondent  account 
from  the  National  Bank  of  Georgia,  occurred  at  the  end  of  that 

^'when'lt*  occurred.^'^^tt'^was'^at'the'  endT'of^it/  as  we*^got'iip  -to  '^ 


walk  out,  and  Mr*  Lance  said,  we  are  going  to  need  a  good 
(Mxrespondent  in  jlew^York,  andl^said,  we  would  be,  happy   to 
work  with  you,'  Bert, «^or  words  to-:that  effect»*M.am.not  trying 
to  quote  exactly  what  either  one  of  us  said,  but  that  was  it,  ' 
and  that  was   all  that  was  said. 

Q         Did  he  indicate  to  you  why  he  was  not  going  to  use 
Citibank  any  longer? 

A         No,  he  didn't  say  he  wasn't  going  to  use   the  Citi- 
bank any  longer.     He  simply  said  he  would  need  a  good  corres- 
poxk4entj(^  and  I   think^that  meant  that  since  we  had  been  a  good^ 

D-correspondentol  his  ?ln  Calhoun  for,almos t* 25  years/,  that  he  ; 
•  •'\'  *  '^-•■"  /  '  /  ^     '  : 

'would  be  anxious  to  have  us' provide' services'  for*  the  National' 
24 

Bank  of  Georgia,  since  he  knew  the  quality  of  the  services 
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15 
that  we  rendered. 

I   think  we  had  a  mutual  respect,  ioj  each. o the r.^  . 
4  *  "i*^  Q  '  .    X**** » ■'•cf .®'^^.*'«'. ^  j^ •*  ^** * *•  P ^^ *« ^'•Ph li.n .•  fhcj 7iDemo ,-"! 
you  were  in  fact  aware  that  Citibank  was  a  New  York  correspondent 
with  National  Bank  of  Georgia? 

A         I  was  awax^  .j^at,  they  had  a  relaUonship.with  ;Citi->^^  ^ 
'  ba^k.-if X  didn't'  know;^it;,was;  their. principal^^one^  'but .Z.. was  7*;;y 
aware*  '    '  .■'■.■"'.  '"'  ■•''*^'\    ."  '  ••"..* 

MR*  JIEINANN:     Can   I   ask  a  question? 
At  the  time  did  you  think  auch  of  the   fact  that  Mr* 
Lance-  was  here  dismissing  the  loan,  irndthep-'tpwards  the  end   * 
'of  "the'' conversation  y' noted  the  need  for  good^  cor retspon dents  in 
the  City  of  New  York  --  did  you  make  --   it  is  probably  unfair, 
^and  J  don't     mean  it  to  be.  an  .unfair  question,   but,  from  your.. 
'  experience »  would'  it-  be.normar  for  .somebody  to  come''  in  for  a'-r 
personal  loan,   and  then  hold  out  a  tidbit  of  a  broader  relatioi 
ship  with  the  institution  for  which  he  was  not  getting  the 
money  to  buy  the  stock? 

THE  WITNESS:      I   follow  your  question. 
In  this   case 9   I  don't  think  so.     Bert  Lance  was 
talking  to  someone  who  he  worked  with  closely  over  many,   many 
years,  who  he,   as  Thave  said,   he.  understood  what  we  could 
do  .for  correspondents^  and^what  we  had  'done  Jfor  -  his.  bank  in    :/ 
Calhoun, 'and  he,  of  course,  was  becoming  the  principal,   or     '- 
he  and  his   associates  were   taking  control,   and  he  was  going 
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^^KWfcll  W  KMfMl   t^>te  t^Mit   ^  •».   -     >  -     o    -^^-  -.    .  "C:;!-^  ' 


r>^<  ^      j»»gitfr<attr^  ^ilfe;»^  tai^  titeC  £b£  ?q&  .dK^  s£  : 
v^^ftXU  «toi  ^ibr  «^i  9« 
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to  get  that  thing  repaid «  and  we  had  to  understand  those. 

So  we  did  a  good  deal  of  talking,  and  thinking^  and 
t  that  .sort  o  f  thing^  about "those  import  ant  matters  ^o  f  any   1 o  an  ; ' 
'  transaction*  '  ' 

HR.  liEIMANN:  Max  I  interrupt  there? 

BY  MR,  HBIMANN:  .i.    ........ 

\i --.-Q  ;•    How'did  yoii-think  he  was: going. to  payr you rback? "^:'>^* 

■•■♦>'-'*  "  ■  .    .  .\  A.s<*«« •.^^•- *-      '.  •    •        ■    .    .'••*.-;:-:      '. ,"    '  '   •'.    --• 

"    '  •  li;^  "4- >.  "^^  ^r^ ..  Ls:  ^  '      ■-"*     -      *^     '   '^      —V*-       •'  •>- 

'^'^     A         Probably  one  of  two  ways,  Mr.  Heiaann.     Mr.   Lance, 

and  I  think  it  is  doctMented  in  a  Beaorandum  I  wrote  subse- 

Quent  to  this,  which  sort  of  outlines  what  he  does  intend  to 

•       ?  • -T  ,';:'     ■""f"i.^'^i-K/v  »•■'.- \'^--<  •^i-•  v^ ..—--•.• '*^;^»-.^.    - 

•.do, -or  did  intend^Ho  do,'  Wshould.say  --  well,   I  .will  give  you 
..•,•-       ,.-        <:- '"^r^'r'^>^v.'S::    ^•^      -..:•*:  •-    .      '•••'•  •'     •    . - 

^a^llttlebackground.^«t^^' !!'-•:  ^  ""*        ^ 

At  that  time  in  Georgia,   the  Georgia  banking  regu- 
lations prohibited  any  holding  company  activities.     There  were 
holding  ,coB9>aai.es  'that  ..had  .been'  grandfathered  that  .were  .in  .  ."'^ 
operation,  mainly  the  C  and  S  Trust  Company,  but  all 'the  rest" 
of  the  banks  ware  confined  to  their  home  counties," in  the  county 
wide  branch  banking. 

Mr.  Lance  foresaw,   as  did  many,  many  people  in 
Georgia,   the  possibility  that  that  could  be  changed;   that  the 
Georgia  Legislature  might  pass  a  multi-bank  holding  company 
bill.     The  bill  had  been  before  the  Legislature  in  its  prior 
^session,:  and.  lost  by  .-J  think,  two  .votes  ,  .and  thejra.  appoared- 1<  ► 
be' a  good  deal'  more  support'for  it  at  this"*T)oint7'in  time"  than 
there  had  been. 
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So  vitJi  that  in  niAd^  Kr«   L«neo  Vftoted  to  acquiro 
thi^  .inter«st»  with  th^  id«a  tJiAt  down  the. road  t1k«y.. would  .fori  < 
*^VhoXdiiig  CO Ps^ AH/ 1 ^^tbs^ th e  shares  o f  « tfitk ' th« t .he  he  1  d \ wou  1  d 
be  transferred  iato  a  holding  co^anf  arrange nont,   wtnd  then 
sold  to  the  public,  ^resuvabljr   it  a  higher  price  than  he  paid 
for  it,  and. then  we. would  get  r«paid.  because  he  :»old  »t'^^^>^   ^ 
-profit,  or  a  large. portion" of  the  share*  hf'got J^/T-"-"-  i ^ 'J^'^'^ "^^ 

I  don't  think  he  had  iiiy  desire  to  retain  22,  pr'^- 
whatever  percent  it  was.  in  avoiding  coi^anr*     lliat  was  his 
priaarx^  progroM  for^fepajraent^ql^the^Joaix^  j,^.;,,*^^^  ^^p^^z^ 
i>-;  ^r-^r  V  At  - '  *  I :'? eneahe r/ ^»k lag ^  the  que s  ti on /_ Be xt »  what '  I  f  "the '  J  '-^ 
^Legislature  doesn't*  pass   a  holding  coapanx  hill,  what  do' you 
do  then? 

...-V'-   .   . -^  i**^^"*^*'*'*!^*-^^*^  ^  »**  anjious   to  do   is  have   tho 
National  Banh«f  Georgia  ownership. spread  out.   and  we^  would  ^ 
14  R    attenipt  to  interest  other  people  in  Georgia  in  purchasing 
17  I    shares,  and  I  would  atteapt  to  sell  sine  again  for  a  price 
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obviously  better  than  be  had  paid,  and  repay  the  loan  that  way 

So  that  was  the  repayment  idea,  and  that  waxn*  t 
going  to  take  overnight.  That  is  why,  as  you  know,  the  note 
was  on  deaand  basis.  We  envisioned  that  it  would  take  aaybe 
three  .years^.tq  .accqaplish  ^11  of  these  things.  ,  . —  »  ,  ^,  ^<,  ,  ^ 
.<.^  .T  Q  *'  ii^v^-you  aade  similar  loans  to  controlling  institu^ 
tions,  and  predicated  payback  to  future  shares  of  that?  At 
least  in  your  Division? 
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19 
A         Yes  --  have  I  nade  any  othex;  loans  --  ^^  * 

Q         Where  your  payback  was  predicated  upon  a  subsequent 
^distribution^  an<-;tha-;shares  for  which  you;  we  re  ^-lending  the    -'■ 
aoney'fot^ 'acquisition.  *'r  dangled  "the  participle,  but  you  know 

what  I  mean. 

NR«  BALAHUT:     Do  you. understand  the  question? 
.'  Cr'  *S''S'^'' Have  you. ever; B^deloansJ^tT  a  persjon  .about ^fft -a^u      » ; 
-omtrol  on  "the  baais^^of 'the  ""repayaentwoulO*  either  a  second 
»rx  distribution,  which  is  the  second  thing,  or  soae  other 
kind  of  corporate  organisation,  so  that  there  would  be  shares 
rhold  by  the  publi(;|i.:^rj';T^^:^    \S.^r'"^^^y^;'iQr-'^  :     ^ 


^•t-  '^r--^-jJ|R^^H£IMANH;:'  Anything  sinilar  is  going  to  a^holding 

coQipany  distribution,  or  selling  shares  --  yes,  you  have  said 

it  batter  than  I  did.     That  is  all  I  want  to  know. 

.^/--^"-  z.;*!  will  belbaqk  in;a^second.   -i--  :^'f^.^^Zi^:^z  .\  ^^'■':  /^ 

'  ***  :.      ,"    "  MR.  BALAMUTi  .  I  ,don» t  think  John  ■eant,^:4id  7011,.  .'V 

personally.     He  doesn't  nean  you  loaned  — 

MR.   HEIMANN:     I  neant  the  institution. 

THE  WITNESS:     We  don't  get  this  kind  of  request  ever|r 

day. 

MR.  BALAMUT:  But  are  there  other  situations? 

THE  WITNESS:  I  suspect  that  there  are  other  situ-  . 

-  -  -MR.  BALAMUT:  'Off  the' record. ->  —   *'  'PV   '^'^   • 
(Discussion  off  the  record.) 
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20 
MR.  SERINO:   Back  on  the  record* 

^  BY  MJHLvSERiNO:      .  ,      ^_  _  -cj:::::;^^--:: 

*-'>-Q'-  /What  he>'<yLd^':foXlowing  the  April/ 1975  Beeting  with    ' 

-  ....  .-  -.,  :  •  .   .    .;^: .  ,^.',-i^%»''  .j,J\-,.  ■  ..      '.■••.«;-•.*....-.      .  -. •    ^.;^4  .,  ,  -   .         •   •    .     ■  ..' 

Mr.   Lance 9  as   far  as  putting  the  loan  transaction  together  -- 

A         Right,  we  had  Jaffles  Magee,  who  I   think  /ou  are  going 
to  see,  who  is  our  bank. stock- specialist »   analyst,   if  you  will 

^iQok'over  the  financial*  figures  for  the.  National 'Bank  o^'^cV*^*^ 

j    •;;—•;••:  :■  .••   *-.        ::>>.■". i"^-.!^  ••.  •       •''■5.'  •:        ".':..     '••  '   ■  ;  ;    .        —     ••    ".^       f-. 
*"  Georgia,  to  give  me  a  reading  on  the  quality  of  the  bank,  and 

the  book  value  of  the  stock,  which  is  what  we  are  going  to  be 

lending  against.     ^  ^^        .  ,     ,     ^^    .   .^...  .* . 

•>  '^W . \J  'l.'*pid  he  haveranything  else  to.. do'.with >thevloanT-V'r -  a 
'  ■V-;"a"^-— No,^that"isVall^^'^-'-'  "  '•^'---■■"-•^'"  -Va--^*"- -r" 'v    -    .•^.-- 
Q         Where  doe»  he  fit  into  the  structure  of  the  office, 

^;.tJie ^structure  of  the  bank?       Is  ho  generally  just  the  bank 

:■,■.'  '  '    '.~  •'^'y-^-\fr\  ','•'.■'■:.'.■  '^"     '.'•"•■■•'■•»'.-'^  •:.' :.'      v^*    .,.  rr.- . 

^stodc'analys^t?.  ■^s^<^^^.  '^^^-^i^:;'   "^''-       -T'^  vi;  ;^'^':^  >'.  >^^  -'^'f; 

•A,   "      ,        ■>  '         '"    .  i  "'•.>.  .. 

^  -  A  '  ^'  Yes,  he  is  'a  staff  guy,  who  supports  the  National 
Division  Group.     A  specialist  who  we  hired,   because  we  do  a     ' 
good  deal  of  bank  holding  company  type  lending,   and  we  wanted 
to  have  that  kind  of  expertise  in-house. 
Q         Okay. 

After  discussing  with  Mr.  Magee,  who  else  did  you 
talk  to  about;  this   loan?  ^   ^   y  ..     .  ,  •  .        .^, 

— .  V  A'  :- 1  guess^-then 'we'-discussed  the  matter  with  my  seniors 
who  were  there  at  the^time.  Woodruff,  the 'Vice  Chairmanof' the 
Board,   Lew  Jenkins,  the  Executive  Vice  President.      I   am. trying 
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21 
to  recall  if  there  were  an/  people  in  between  that  we  talked 

to.  -  *.    .  .  .^  ^   ^..  ..i  -  ,  •.•i',!j- -ivJi^ 


•  .'^^vQ^J-*  Discussed  with  then  from  what  aspects?      Vv.   > 

;^f^;v^ '  ^^  '    .'•     :■.!!..'■"..,.  ^^'Z  ;•.'.■*" '  ,  .  .     ...'*.- 

' '"'"^A         The  total  loan  transactions.     Just  what  the  loan  was 

to  be,  what  the  collateral  was  to  be,  how  we  hoped  to  get 

repaid*  who  Mr.  Lance,  ifas^  ,quT  great  rcispe.ct.,fo?r.;hia,,  ouaf  ,^^V\' 

■     ^  .  '>-^.'>' —}.'-'•■  i •"'■'."  "  '"■*^  ' '<      ■   •  ••■;>"    *''.T  •    -> '-•''':"■•"'/' C-'^  '^•*''2' 

knowledge  4)£>i»-:abi>i$ies^and;.so'^^ 

action.'  "  '  ' 

Q         When  did  Ms.  Viener  enter  the  picture? 

A         I  m^y  have  discussed  some  of   this  with  Hs.  Viener. 

•  I  assure.  wQ.'did  .discusi^^,th•.  fact  that/Mr,^  Luicc  was  reques  tinj ; 
'Vloan,"  but  she  was  no  t'deeply^' involved  in  the 'anal/sis  work' 

preliminary  to  it. 

You  know,  other  than  infornal  discussions  between 

■"  ■      ■  '^'  ■      *'..  *  .      '       •     ■   '  *  •  -A. 

:  perhaps^  the- three,  ii£;.u»y*Gerw  in.  By  self  and.  Ms.  Viener,   abouit- 
'it/ she  was  not  intimately  involved  with  evaluating  the    - 
credit  criteria  and  so  forth. 

Q         Who  did  the  evaluation  of  credit  criteria?'*^ ' 
A         I   think  Tom  Gerwin  and  I  were  the  ones  listened  to 
what  Magee  had  to  say,  within  our  own  abilities,  such  as   they 
are,  we  tried  to  analyze  whether  they  thought  this  was   a  good 
bankable  loan.  .     ^-    •<*.  ... 

ri  rj'./Q.'  :.vl)id  you'vidsoanalyjte  .^     pricing,  of  the  particular - 
loan?  ■*:-;.       ■  -  ^    '      .. 

A         Yes. 
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Q         What  did  /ou  take  into  account',  in  considering   the 
pricing  in  this  particular  loan?  .-., 

'■■\  •'  *  'A  .    'Well,,  we  took.  into*'a.ccount  the  J^act  .that.Mr.   Lance    . 
wasi, *  of  "course,  *well''*known*'to'' us,  was,  we  £elt,''a'"man  of"* 


had  great. ability  to  do  the  kind  of.  thing  that  he  was  going 

•"•  r      •         .  V      ■  «  .  .  •■        ►      'w    • 

'  •"~-  •o^do  with  ^the<>rganization  thatTne  wns  '  tr/ing'^ito^purclia.sa; 

or  of  f  ;atliXii^«ociates^-^4?^^  '-"^t^"^ 
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substance,  as  from  the  financial  statements.   We  felt  that  he 

to 
,.try-,tj       -   V 
control 

This  is  again  talked  about  pricing  is  what  we  are 
getting  at.     I  aia  sorry  if  I  an  getting  off  the  track  a 

><Vv-vQ  -■•^*-*Thaf^is'-f ine.  ■■  ";-■  ■  '.X:,^'^*'^^r^J^'-.T^-s^^'^'^-;-»^ 

A         And  in  that  regard,  we  decided  that  we  were  looking 
at  a  situation  that  would  probably  take  three  years  to  cone  to 
fruition^'  thatj .  an ;' appropriate  rate  ,,of  .interes t  we;-ithought 'woul<  i 
be  a  half. off  our  prime  rate  ^  for  the  first  year,  .the  sane.  for. ^\ 
the  second,   and  since  it  was , three  years   down  the  road,  we   • 
thought  an  increase  in  the  rate  to  one  percent  at  that  tine 
would  be  appropriate. 

That  is   a  very  standard  type  of  a  price  for  an   indi- 
vidual loan  in  our  bank.     One  which  we  felt  was   fair,   and 
retlected  the  high  regard  that  we  had  ior  the  borrower. 
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H|   '   Q    Did  you  consider  — 

2  11         ,^NR.  HEJKKN^^;  I  wb.  sorry,  Iioissed  soBfitliing. 
V'/l  H  ^- -^ V  C ».' *'  !':v Could  tjujit  'ooncsntrats  on  ^that?. ' '^-^  :y  v  M-'* 


By'mrT  BEIMMni: 


0    You  say  that  is  an  appropriate  rate  for  an  acquisi- 
tion loan  from  an  individual  in  this  bank?-^^^  . ^...  .^..  .-r--^-.!:'-!:. 

-    0    So,  therefore,  there  iiould  be  a  series  of 'something 
comparable  to  it  during  the  last  couple  of  years  aro\md  it? 

A    When  you  sax   acquisition  loan,  we  .don't  do  a  lot  o£L 
^'  acquisition  loans  •'>:,•  We- don  !t.  do  a  .lot  of  loans  .^at  require'^  v 
banks,,  large  banks,  big  loans  like  this,  v       ^  • 

What  I  was  saying  was  that  *-  I  wasn't  addressing  th^ 
apquisition..nature^  of  iV^z:pfli  th«t  irate  standpoint,  that  a  nan 
v-of :  substance ,.  good^finandLalv"^^^*'^^® '  ^'^   borrow  from  .this'r* 
•bank  at  prise  plus 'a  half .  ;^  "  •"  '^-- •'""•-"  :''"''^ ':/:''*  ^^^ 

MR.  SERINOi  Those  are  the  only  factors  you  considered 
as  far  as  the  pricing,  Mr.  Lance's  financial  statesent  and  you: 
knowledge  of  hin  as  an  individual? 

THE  WITNESS:  The  value  of  the  collateral,  the  tern 
of  the  loan  which  I  nentioned. 

,^^    ^   ..  BY  |lR..,HEIIIiWNi^.  •./  .  ^.,.^..i.-r   ..V.:.  ;Vv  :•;.:.  •^,^-:  ..  .^*  ».  „ 
>  ^'■'  •■Q..".  ."It'.was.a-'donand  loan?/-  S'/r^  ..['  ''  V  :*■  '^''i'-'- .  *^  ••■'-*="■/ 


25 


But  as  is  reflected  in  our  file,  we  anticipated  that 
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114 
it  would  take  8o«e  ti»e  for  Mr.  Lance  to  complete  hta  program 
of  ^getting  a  holding  company  ^^oing  and  do  what^I  de»cxibod -,  ^ 
.  earlier »'  so  that^while  the  iloanwae^w  demand.  It  could  be -^''-* 
called  at  any 'time.  We  did  tell  him  that  we  would  lend  him  — 
it  wa«  a  half  the  first  two  years,  and  prime  plus  ooe  the 


6 

1 


third  year.         _    .►,.......--•-.>:■*       7    ■■  ■    .   -     -'^^--.  -vr;;^;' ;yn■^ 

•^rfl  t$t.>it-"  Q  -  .Vit 'would' be rincorrect  toTsay 'then  in  wy  ejcperieiice^: 
•^'-^1  '^of  banking/it  was^'designed'Wget'the  loan'oiit  in  —  it  was  ^ ; 
designed  so  that  the  interest  rate  prime  plus  one-half  is  good 
for  two  years,  which  is  anather  way  of  saying  we  would  like  to 
'  get  this  done  as  quickly  as  possible,  because  .the-  pe^al-ty;*  -,  4: 
^really  was  the  third  V«ar?>^"^'—>^''    -rvr.-v~  y^--        — t-^-- 
A         Those  are  your  words. 
Q         Rephrase  it  any  way  you  like,        _ 
.,>.'^  a'  -1  I. wouldn't  say;  we  .were  trying  ^to.  encourage  It.^'We^ 
^%rould  be  happyto  have  it  done  before  the  three-year 'period - 
Don't  get  me  wrong.     It  was  really  more  reflection,    look,   this 
three  years  is  longer  than  two  years  and  —  you  kn<^ ,  maybe  at 
that  point  in  time,   a  higher  rate  of  interest  %fould  be 
appropriate. 

Some  of  what  you  say,  I  suppose,   is  right*      I   think 
someone  who  is  locJang  at  paying  prime  plus  one  in  the  third 
year  might  work  harder,  jto  get  the  loan  paid  of  f  before , be  bad 
to  pay  that  premium  rate  of  interest  in  the  third  year. 

But  I  don't  think  I  agree  that  I  was  trying   to  dcsigd. 
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somettiing  that  would  get  it  out  of  hare  as  'fast  as  possible 


^We  want  it  to  99  as  ^[uickly  as  possible .^  ^.  i 

>^><:.^  Qr^^:But;noiras^slow*  as  possible?  .x"'"':^Si^'^^^?SS^5A;*ist^ 


A         Exactly.^ 


BY  MR.    SERINOt 


..   vQ.  .  -..In  Yonr.pri<^Dg  ana^ysis,^di4  you. also  Include  the,-. 
'/l|>0ssibility'-o£;hiiylD9  .balances:.f ron  either  Mr .s. Lance  ^ 

V^      ^ '..■   ^-    ■-■.•■    -^.'^    •  •*:*frl..v<:if-.-*^/.*^- '.^ :.■■■■-      .!\,''-  ■"    ^•'      *'•<>*;; 


individur. 


ally  or  from  some  institution  that- he  controlled?'' 

A    No,  Sir.    V 

Q         Did  ycm  ever  discuss^^withite.  Lance,  at 
>'otber:than  your  April 3l6#V19 75,  meeting,  Ithel possibility,  of  •■■• 
"having"  balances^of '^tbeVNational  Bank  of  Georgia?  ^^'"^  •"*•>'  "'  V 

A        No,  sir. 

-^•.   -.Q^-     BasejJ  in  ^Mj^ufacturers  Hanover? ^  ^   . 

>•^.    ;;a;^ ., Neve5.*L:-;f-^J::^^:"^->^^  ^^ "  V^'">:;rv""--      i  "^'C: '.:">• 

0  -  When  did  Ms.:  Viener  first  become  involved  in  this 
loan?  •  '  \.  *  ..'  .   '■       ■■■^.^ 

A  Other  than  the  fact  that  she  might  have  after  Bert 
came  in  and  discussed  the  matter,  I  may  have  brought. her  up  to 
date.  And  I  don't  happen  to.  recollect  whether  I  did  bring  her 
up  to  speed  on  what  Bert  was  asking  for  and  so  forth.  She 
^really,  g.ot.,.in;^^ve<3Lin  j^e  thing  after. we  had  discmssed  it  wit) 
.  my  seniors  and,  made  .the  visit  ,to  our  Money  Conmittee, j  and  *when 
I  asked  her  to  summarize  the  transaction  in  memo  form,   t   -"^ 

Q    Qkay. 
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26 

Tell  me  — 

MR.  HEIMANN:  Can  I ^ go. back  to  something,  unless  it- 
^  interrupts  you7j[^.%^^:</:i;^->,.j:^..\^^^  \.  ''  ^i/i   ■ 

MR.  SERINO:  No.  Go  ahead. 
BY  MR.  HEIMANN: 
Q    You  said  you  didn't- discuss  compensating^balances  .;^' 
^ifith-Mr^-'LanceTr- :'V^  :>^^^*'V-''V*"^'^^;.'-"^ 
-A   "  Yes.  ■   ■  •■  ■ 

Q    During  this  period  of  time,  did  you  discuss  a  rela- 
tionship with  National  Bank  of  Georgia  ^a^s.j^art  f fiP^^tci^^^onr ^^ 
.  versation,Tas>partfof  .-tlie^'conyersation,-  but  t^ 
of  relationship.  Manufacturers 'Hanover,  during  the  time  it  • 
starts,  sometime  around  April  16th  and  goes  to  when  the  loan 
.was  actually _made,, ..June. 30th. or  something?  \,  ..., ..,..-.  --s.^- 

;   A  .'  t.  did  not; have  any  other  conversations  with-  Mr.'  Lano  i 
other  than  the  one '  I 'mentioned  earlier  about  any  account  to  be 
established  with  Manufacturers  Hanover.  That .was  it.  . 

0    To  your  knowledge,  did  anyone  else  have  that  kind  of 
discussion? 
A    No. 

Now,  there  may  have  been  some  conversations,  for 
example,  80inebody,pay,  have  ^  asked  ..them  to  send  them  signature.-, 
cards  to  establish  an  account .  .•■.'-. '   ^  ^:  ^  =■  .  ^  -  ^ '  /. ;  ^ ^'^:  .■r^  i  -  \ 

When  you  open' an  account  other' than  something  like 
that,  none  to  my  knowledge. 
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Q         I  an  not  trying  to  be  difficult  — 

^,  A  _  I  _und«rat«nd ,  and  -I  would  lilwi  to  bo '  as  e^ptuttlc  can 

'■  '•  thm^  point  aa  X.  can  bocause/ .tp  ..ny  honest  recollection  and  .r' 

belief,  tha^  was  the  only  conversation  that  I  ever  had  with  Mr, 

/ 
Lance  at  all  about  the  possibility  of  the  National  Bank  of 

Georgia  ^ing  business  with  Manufacturers  Hanover.  rV-*^;- ^trl*- 

'^X'^:*:i^a^''YovL^jomt^d.thtic*h»ncm   on' the  16th   There"  were.*  othejr 


convsrsations  which  are  reflected  in  the  files.   *  ;  *"^ 

On  April  24,  the  Money  Coimnittee  met,  gave  final 
ai^royal  to.  this  ,t^ranf»action . ..  ^..-.-..u   .-t^-^  .^ '•-  r,^;^...    ,.vy>v^ 
'./•O  rv':^'*."' I  assume  that  you  informed  Mr.  Lance  of  that . fact? 
^  '    A    Yes,  sir.   ' 

Q    If  I  were  an  account  getting  business,  I  would 
certainly  .call  up.the  customer. about  that. -•  -  --   "•: 

-r;' ;-  A' ■■■ :": I  did.-. v.- :-*.  >;,. -^'ts- •  - ' '  :■.  "-■■'      ■'■       '*••  •'/' '  ■ ; .v.>^ 
■.4,  ■'*..-.  ■   •  '  •'  •       -..,.*-•. 

^  -   Q  "   And  on  May  9th,  National  Bank  of  Georgia  opens  up  an 

account  with  Manufacturers  Hanover  in  the  amount  of  $250,000, 

subsequently  increased,  but  that  is  the  first  step. 

Now,  did  you  say  anything  to  Mr.  Lance  or  anyone  at 
that  bank,  bank  opening  its  account  or  noting  its  passage? 

To  your  knowledge,  did  it  just  happen  in  this  insti- 
tution other  than  signature  cards,  which  is  a  formalized  neces- 
sity, but' there  was — you  had  no  discussion  about  this  happening 
with  him  during  this  period  of  time? 

A    I  had  no  discussion  with  him,  no,  and  I  don't  believe 
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I  called  him  up  to  th«mk  hira  for  the  relationship  or  that'  type 
of  thing.  If  that  is  what  you  are  talking ^about^.^.^Nevay^hav^^ 

:■./'     ':    ^.   "/'■:  "    .i.v'^Ti^   ^-;  --.  ...  -^.   '."■' ^'Vi  .•♦•".'■•■    •'■ 

^  written  a  letter  "r-;  I^^dqo.rt  know  If  it  would:  Wlin"; the  files ' 

'saying  thank  you  for  the  relationship.  But  I  don't  believe 

that  is  in  there. 

.  MR.  SERINO:.  >  Z  would,  like  to  .show  you  .an  exhibit  . 
;lwhid>.J^haye^just  luurked  CC.iiy::^^^    looks  liJEe\att'^account  -^'j 
'7 opening  docuaent,  and'it  indicates,  does  .it  not, "initial 

deposit  of  $250,000,  and  indicated  in  the  next  block,  solicit*! 

by  Mr.  Brougham?  ^  ^  .,.  .^--^.^w-.  ^^-..-  . 

:'^-^v/'.':;v  '>^.  Xs-that.;;;oorrect? >*-■-■  '  ^^^  -^j^  -.-^'ii.^"^;-^;.'*''^'^^'  '^ '^l 


<'\.  7^-rr"-'-  -'»:"  ' "^  '  '*^'  ^-^ft*^  •  -  ^^^^   document  referred  to  was 

marked  for  identification  as 

_.  .   Exhibit  CC.No..  a.) _  . 

/ -i'^*-  THE  WITNESS r A Tliat  is- what  it  says  on  the  sheet,; yes 
—       -   BY  MR.  SERZNOs  "   -'r^^  * 

Q    Do  you  have  any  recollection  of  that  particular  docu- 
ment or  that  particular  item? 

A    Do  I  have  a  recollection  of  this? 
Q    Yes. 

A    This  is  not  something  that  I  see  a  lot  of.  It  is  foi 
our^records  as  to^who  was  the  roan  involved  in  jthe -business  .^ 
relationship  that  got  estabUshed.  .";      ' '^J^l.'vl?^^^^ 

H^  have  one  —  I  think  every  account  that  opens  in 
the  bank. 
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0    First  of  all,  who  would  prepare  that  document? 
A    Someone  in  pur  Operating  Department.--.!  .can  find  out 
who. prepared  it.  "':■''  l^^'^:^'^:  •  ^     ■  '  .••.•""  ^V*"  ■  '"- 

"'"^'  "^  0  There  is  a  nane  at  the  bottom.  It  says  fiai-bara  Bond 
A  Barbara  Bond,  I  don't  think  she  is  with  us  any  more. 
But  it  doesn't  matter^^  She  was  in  our  National  Operations  :  — 
Group- -That  is  a  clerifcal  ,^pe  of  operation  and  is  respoftsibl 
for  filling  out  mandatory  forms  that  get  filled  out  day  in  and 
day  out  in  our  bank,  one  of  which  is  the  opening  account  sheet 
which  is  what^ou  are. Rooking  at  here.  And. Barbara  Etond  put^, 
—  would  normally" callr somebody  up  and  say  who  shall  I  put 

■down  as  the  solicited  *by  or  introduced  by  guy,  and  somi-body 
said  it  wasn't  me,  and  somebody  said  that  is  Bruce  Bi^ugham. 
Bert  Lance  and  Bruce. Brougham,  that  is  all  there  is  to.  that. 

-•■•^^^.'•^•■^-.BY  MR.;HEII«NN:'-.'^  ;'  '.'  ''^T    '  ^    ''^.^ '■'''^,   ' ''^'' '  '  \4   -  ^ 
Q  *  Your  testimony,  as  I  understand  it  —  I  just  learned 
that  phrase  here  today,  your  testimony  —  is  your  testimony 
that  from  the  time  of  your  initial  discussion  to  the  period  of 
the  closing  of  the  loan,  that  you  personally  did  not  discuss 
the  relationship  which  was  bomi  in  this  period  of  time?  I  pear 
in  the  correspondent  relationship  between  National  Bank  of 
(Beorgia^andMapufactuJters  Hanover.  V-..       /.-•^....  ^.     ■--:  ^  .  , 

«•/  ■  •  ;.   Did^Mr.^ Lance  or  his  agents  or  representatives/  mean 
ing,  I  %#ould  suspect,' Mr.*  Cleveland  in  one  respect  and  his 
lawyers,  or  whoever  he  was  worlcing  on  this  deal. 
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1  f  A    My  recollection,  Mr.  Heimann,  is  I  didn't  dlscy^s  it 

2  other  than  the  one  time.   ,^  .  .  ,^  ,  ^  _.,fc^^.  .^s^,, 

3-;  /;:!.*••  Q^*^^' To  your 'knowledge  ♦'would  ^M         in  this  *  bank  $;>■• 

4  have  discussed  it? 

i 

5  A    As  I  say,  only  in  an  operational  way,  send  signature 

6  cards  or  whatever.  ,.  ^  ^  -        .  .....  .  .^^.-^^-r  -; .:  ^-^I^  \>' ; 

7  S.^^JrQ  :  ■    Hor«ally*:«  correspondent  r«i«ti5>nship  requires j;^- 1-^ 

8  services.^Oliat  is  normal  between  institutions.  And  if  you 

9  take  as  given  —  I  am  not  saying  that  is  correct  or  incorrect 
~  that  the  compen sating  balances  you  testified  to  had  ahso- 
lu  te  ly  noth  in  g  to  ,do"  wi  th :  the  loan  .ar r ang  emtn  t , '  then  wou  Id  it 
not'  be  reasonable  to  assume  that  National'  Bank^  of 'Ceorgia  woul^ 
be  requiring  some  services  for  this  compensated  balance  because; 
reasonably  well  banked  banks  don't  place^o*m,  pieces ^of  change 
to  an  institution?  V.-.  V  ;i'*i"^>  V  "/  ■^•-     •  ■*"•  ^  '^Vv^**-';i^ 

If  that 'is  reasonable  now,  the  period  from  May'  -' 
through  June  30th,  that  no  one  in  this  institution  got  in 
touch  with  them  to  find  out  what  they  wanted  in  terms  of 
services  or  this  compensating  balance  that  was  already  here  — 
now,  as  you  are  %#ell  aware,  that  compensating  balance  increaaeis 
dramatically  on  June  30th  —  before  that  period,  frem  May  9th 
to  June  30th,  looking  o^t  to^  the.  ;june  30th  jump?  ^^   _.  _,  .: , 
.  '.  A    As^I  say^X'know  I  didn^.t  talk  about  our  services  ^. 
with  Bert.'  He  was  doing  Virtually  all  of'his^New'york  bualnes  ; 
at  the  Citibank,  and  I  think  the  reason  that  it  vaan't  noceasa  -y 
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to(  discuss  what  we  did,  he  knew  what  he  had  to  get  done  in  New 
York.  And  it  .is  ny  ..filing  that  he  siaply  opened  the  relation  - 
ship'^and  started  transferring, .that  business  .that^hejjiad  at  the 
Citibank  to  us.  He  wanted  to  do  his  corresponclent  banking 
with  people  that  he  knew,  and  he  was  well  aware  of  our  serviced, 
well  aware  of  the  type  of.  things  that  we  oould  do.  -And  I  don^;  • 
;  think  he  needed  any-selling  on  the -fact  we  were  '-t:  >»  *  1' --^^^ 


recognised  fin t-Gl«ss  csorrespondent  bank  in  Mew- York 

Q    I  accept  that  on  the  record,  that  you  are  a  first-- 

class  bank..  ^  .  ......•,., .-.^  .>  ■  .  .^'-  ■  ■■:..:-..   ---.  <: . .  .-ir^^*^' '  r^ 

■'':":;;->- Vy;  That  tr^  which  did. take  place 

over  a  period  of  tine,"  and  you  don*t  have  to  respond  to  this, 

it  seems  to  have  taken  place  or  primarily  began  on  June  30, 
^J.975,  according  to.your  records  here,  as  well  as  the  reeorda 

'of  the  National  Bank-pf  ^  Georgia, '%#hich.  is;  the  same  day  as  the 

•  .t  ■ '  '  .     ......       '.\  . . 

*  loan  was  granted;  that  prior  to  that  time,  compensating  balancf 

the  balance  — >  not  compensating  .--  the  balance,  whether  it  is 
or  not  remains  to  be  seen  —  what  1  am  saying  is  that  the  sum 
of  money  in  this  institution  was  $250,000  from  May  9th  to 
June  30th.  That  is  again  what  the  records  show. 

1  am  just  saying  that  it  is  not  a  question,  luat 
^«8tating.the  facts.  <^  Vv.  '       -  ..    -   '         ^v-^ 

''•  A'  •  3^  You  mean  sitting  there  and  no  services  %rere  provided^ 
Q    I  am  saying  if  any' services  were  being  offered,  and 
you  have  the  money  lying  here.  You  are  certainly  saying,  and 
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you  didn't  find  out  from  then  %rhat  the  bank  was  going  to  do 
with  them  in  this  new  relationship,  . . .-  .  ^  .,  .  ^  ^^    •::  '-  •  ; 
\: .  V * '  '  I  an  trying  to* detemine  if  anybody  els^i. ^^-d  or' if  - • 
nobody  did. 

A    If  somebody  did,  I  obviously  can't  recall  that  they 

did  ek>  it.  ..  ,  ;  .;  .  .\  \  :  :  r-->1:v>.  '  ;  • . 
'?;.^^yi:j;:/^j^hixk  X  wuld'sin»ply  ;8ay  that  they  were  appaxantly '.. 
"going  to  turn  over  the  activity  that  had  been  handled  in  New 
York  by  another  bank  to  our  bank,  and  all  of  it,  and  I  believe 
that  is  what  we  got  was  all  of  the  activity.  ^I  don't  think_^ 
r  there,  needed  to  be  any  -selUng  about  it .  J :  They  were  <^ing'  ^\;.; 
^ali'at  one  place"  and 'wanted  to  do  it  in  another  place.  ''  * 

Q    I  think  you  did  get  all  of  it  as  a  matter  of  fact, 
but  only  after  tha^.loan^ was  called ^  That  is  a  statement. of 
fact. >,  That  doesn't  meanranything  other  than  what  the^nua^rs-^ 

show.'  "  ' ' 

A    It  is  not  an  easy  thing  to  call  up  a  bank  like,  say, 
the  Citibank,  and  say  I  am  going  to  send  all  my  securities  over 
to  Manufacturers  Hanover. 

MR.  HEIMANN:  Off  the  record. 
(Discussion  off  the  record.) 
MR.  SERJWO:.^  Back  on  the  record.    .........  v.'-.  \ 

l',y'':   •   BY-MR.;SERI»0:^^•  ^-  '•  .   ^  -'::.'   *  i  '"--  '•'^V.'T   '-■•*  '-5 
"0    I  would  like  to"  show  you  —  identify  this  CC  No.  1, 
which  is  an  interoffice  letter,  dated  April  24,  1975,  and  ask 
you  the  purpose  of  that  particular  memorandum?      .  ..  i.  ,-  . 
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A         This  is   the  Money  Committee  meo  that  is  required  on 
any  loan  over  $1  million  in. size .^      ....  *,.-      i';^\-  :•'.•-* 

•      l^Q    '/You, presented/ did  you  not,   this. particular  loan  to 
the  Money  Comnittee  on  April  24,  19757 
A         Yes. 

Q         Did.  you  deliver  to  .the  Money  Cosnittee  this  parti culjir 
.letterhead. meiMsraiiduiaT.^J  >;.  .     -  \'' e  .'••'  "    *'  \  •    '  : 


A         I  believe  so. 

Q         Is  this  the  normal   type  of  nemo  that  they  would  use 
in  evaluating  whether^ or,  not  to  allocate  bank  fimds^or.^a. .  ,^., 
jl H ;  parti cu).ar  transaction?   \-    •  ^^  "   •'^''  -^'^^  .'^'^  '^^^./i^^^'^-'"  ■-    vV'-Cl 
^  ^-    A--^Yes,  sir, '^'^■- ■  - 

Q  Nhen  you  presented  this  to  the  Money  Committee,  did 
you  l\avA  any  independent , recollection  of.  the  discussion  that  • 
.took-place:'  at.; that- tineT  ;   .*".::  ''.     ^       •      i.'-*^;.  •    .'  ■  '^     -     -  ":  . 

A         No,  not  really.  "  The  Money  Committee  doesn*t  take 
long  to  discuss   these  matters.     The  reason  being  that  the 
credit  is   fully  approved  before  it  goes   to  the  Money  Committee, 
There  is  no  reason  to  get  into  all   the  particulars  of  the  loan 
transaction,  so  it  doesn*t  take  very  long   to  talk  about   them. 
.    Q         In  this  case,  was   the  credit  previously  approved? 

A    .    -Oh,  yes........  •-.•;,......  .^  ;-■■-..'    r     ■■•'':■/  ....:  ;i-.  v.^^-   ^ 

L. ■.•;., ^'Q -••'.  By -.whomT    >  •:.'^/,~>k-'- ;.-•'•■' ^r  •.     *•'■'.•.;•,"•-■".       ••^*' 

'   "a"  ''By  myself,  and  by^Mr.  Woodruff  and  Mr.  Jenkins.*^*' 

Q    mien  you  obtain  credit  approval,  did  you  also  point 
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out  the  various  terms  of  the  loan,    the  rates   that  you  were 
9j^taiiiing7  .•     .   .  ...  -       ...  *  '     . 

Q         Did  you  also,   at  that  time*  when  you  obtained   credit 
I  am  not  talking  about  the  Money  Committee  approval »  did  you 

also  indicate  balances,  of  20  percent  of  the ^facili.ty^ would,  be^. 

'    ;     ■  -  •       ^  ■  •   ^     •  •   '  .-rr- ■-.-..' -;'"/  'T^^.^V''';-, -r  •    -'^ 

considered  in  this  particular  loan?,  v     *   •/;'-•  '  5^ ,  .  .'•*■■:   V 
1  "^-^ "     •   • -'    i".      .V'   ,  *-■    .  »  '  .  ■'■'     '■'  ^   '^    .   '  ^  ^ ,., 

"'^^    A    ^^"I'think  I  did.  'l  don't  recollect  whether  I  went 

through  all  of  that*     I  probably  did, 

Q         When  you  presented  this   to  the  Mpney  Committee »  you 
pointed  out/the  f  act  t)iat,.you  were  going  to,  receive  ''a  rate  of 
prime  plus  one  half 'forgone  year, 'for  years  one  "and  two,  "and  ^' 
plus  prime  for  the  third  year. 

Did  you  then,  indicajte   that  .the^ balances  would.be 
20.  percent  of -.the -^acility?-^'/^     •-..•    r'7r/  ;/'.*." 

A"   To  the  Money  Committee?         "    •* 

Q    Yes. 

A         1  have  to  assume  that  I  did.      I   don't  recall   that 
I   did  not. 

Q         If  you  look  further,   it  indicates   the  spread  of 
2.253  percent? 

V  Q  '  ^  In  calculating 'that,  do  yoU;  use- th^. 20  percent,  of  • 
the  facility  figure  in  calculating  this  spread?^  "'''' 
A         You  normally  would,  yes. 
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35 
Q         Do  you  know  whether  or  not  that  was  done  in  this 
particular  instance? 

::aV:..''I'  believe:it  was,.-yes.  •;;;•■  ■"\.*'-   ■;^- _  •-■.•■-. ^-r-v: ;;../.;/ ;" 
Q  '      When  you  indicated'  to  the  Money  Connittee  that  in 
fact  there  would  be  balances  of  20  percent  of  the  facility » 
what  did  you  moan  by  that? 

*v..<^:  ■  A  ■  .    I5iat.|iid'l'jiean  by-  ^at?;.'Hliat.  I.  neant  Iby.  tha.t  .was. »: 
'that' that  was "'whatTi'Tiad  hoped'we  night'be*  ablie''to"achieve  '*  " 
through  a  relationship  eventually  with  the  National  Bank  of 
Georgia. 
>^^v7QAvI)id  you .discuss^thaV fact  with  Ms..  VienerT-j^-.l  ,  ,   . 
"^   •-  A-".Did  IMiscus*  what  fact  —   I   an^sorry?  --.---:.,;:  ^ 
Q         The  fact   that  20  percent  of  the  --  you  hoped  to  get 
the  20  percent  of  the  facility. 

A-;  '.Yes.     Yos/l'b©li«ve  I   did,  because  as  you  know,.   • 
there  is  no  balance- arrangenent  on  the  loan.T. The; balances    ^-t, 
were  not  a  condition  to  the  loan  at  all,   and  so  the  only 
reason  that  we  would  put  this  on  here,  and  discuss  it,  would 
be  sinply  to  look  at   the  totality  of  the   relationship  we  yore 
hoping  we  night  be  able  to  adiieve  down  the  road  through  the 
National  Bank  of  Georgia. 

MR.   IIEIMANN:     Would  the  Comnittoe,   the  Money  Con- 
mi  ttee,  know,  that  that  spread  calculation  was  predicated  "      *• 
partially  on  expectations?  '     ■-  -....,-■    .  ^^rv.  -     - 

HIE  WITNESS:     They  would,  Mr.  Ileimann,   because  the 
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1  Money  Committee  consists  of  people  like  Mr.   Woodruff  and  Mr. 

2  Jenkins,  who  had  both  approved  the  loan  prior  to  .this.,   anjl  I     . 

3  got.into  that  whole  business,  -that  this  was  a  prime' plus  a      ■'/ 

4  half  loan,  with  no  balance  arrangement,   and  so  those  people 

5  who  are  on  the  Money  Committee  would  know  that  fact. 

4  MR.   IIEIMANN£^     Was   that  communicated,  at  .Jhe  Mpney^. 

<7      Com»itteoimeeting,'  to  those  present,  who  were"' not  cognizantv/^ 

a      of'what'you.'say'the*knowledge  of  Woodruff  and  Jenkins  would 

9       have? 

,ft  THE  WITNESS:      I  don't  know  whether  I   got  into  .talk- 

ing  about  these,  are  ;ourj  jrxpectations  before  the  MoneyVpom-,  .' 
mittee.     That  was*  a' very  "judgmental   thing  on  ny  part,    that  is 
just  what  I  hoped  for,   and  I   don't  recall  going  into  all   that 
with  the  Money  Committee.  _ 
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•'^  ■■■  ■   ^.   •  MR,  HBIMANN:  .:l?I.  am  sorry..:     ■  ,/    r    *  :    "  v  '-:•  ■^:;'./r 
^''  BY  MR.   SERINO:  -  -        ^  "^  ' 

Q         Is  what  you  are  saying  that  the  20  percent  of 
facility  is  what  you  expect  to  get  on  this  particular  trans- 
action? 

A  No,  no.  I  am  saying  that  the  transaction  stands  on 
its  own.  It  is  prime  plus  one-half,  and  there  are  no  balances 
I  am  simply  saying  that  down  the  road,  we  had  hoped  that  we  ^r 
could  develop  additional  ^business  for  the  National /.Bank  of  ^.:. 
Georgia.  "That  there'was  no  commitment,  understanding, '^or'  *^-  - 
guarantee  that  we  would  ever  get  it,  or  anything  else. 
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MR.   HEIMANN:      Did  you  know  two  weeks   later*  were  you 
informed  two  weeks  later  that,  your  hope.ful  expectation  wasn't.. 
^In  part  at  least  realized  by  the  appearance  in  this,  bank's  •.'- 
books,   the  balance  fros  NBG7 

THH  WITNESS:      I  was  not  surprised  that  we  obtained 
an  account  fro»  the  .Na.tj.pnal  Bank  of  Georgia^.vbecause:  I   f©lt  -- 
thati Bert  wanted  to  establish  an'account  here,  and  that"  is,"  >*   ' 
what  he  said."    He  wanted  a  good  New  York  correspondent,    and  I 
was  not  surprised  that  we  got  it. 

BY  MR.^  SERINO:  ^  ,_..  ^^.  ^.^  ^.  .       _  .,  .  . 

:    :  ■:. Q  :  •   Was  -  Ms.-  Vieneivrp resent  at  the  mee  ting  *fi  th  'the  Money 
Committee  "on' April  '24,*  19757  '     ' 

A         I    think  she  was. 

Q.  ^I  show  you  what  hax  t>een  marked  as  CC  Number  3,  and., 
ask  you  if  that  Is  a  memorandum  .summarizing  the  presen tat ioi\.^' 
of  the  Money  Committee,  as  best  you  can  recall?      »  "     •' 

A    It  is  a  memo  that  summarizes  a.  lot  more  than  that. 
It  is  not  just  dealing  with  the  Money  Committee.   It  says  that 
the  loan  had  been  before  the  Money  Committee,  and  a  lot  of 
other  things. 

Q    Did  you  recall  seeing  this  particular  document  at  or 

about  the  time  it  was  prepared?    ,   ..^.   .  ,       . .  %  . 

•    -A    Yes,  I  got  a  copy  of  this  document.   '":.-'':  "  %•.:"'! 

Q    I  draw  your  attention  to  paragraph  number  two,  and 
specifically,  I  would  like  to  read  to  you  the  second  sentence. 


rt  -  99  -  .a  9      KM 
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"balances  of  20  percent  of  the  facilit/  will  be  Maintained  in 
a  National  Bank  of  Georgia  accoimt.'^  ,     .v  —--.^  '  -- 

;  Ji  V. ''  -  '^V^  Do  you  Jiave  any  ^  recollection  .of  where  that  particula  • 
'statement^ cane  fromT 

A         Ms.  Yiener  wrote  it. 

Q  That  indicates  to  me  that  in  fact  it  is  an  affiraa-^ 
:;'tiycr;s tateaent;^ that,-  balances  ;,will  be  maintained, '  la-  that  not  V. 
•  'correct?      ^^'  "°^-^'!!*?'J^, 

A         It  could  indicate  that  to  you.     It  happens   to  be  a 
misstatement  of  fact,   I  should  say  at   this  point,   and  really  . 
''should  not  be.  in  thcLmemorandum..    .But.*it;is,  ">-:.V '.;;i'*^-- :^       ;•:• 

J    -  ;  —  - It  is"'a  mis  take,  and'shbuld  'not  'be'**in  there,  because 

it  doesn't  state  the  facts  of  the  transaction. 

Q         Do  you  have  anjr  recollection  of  that  statement  being 
in.  the  memo  at  theK:time; the  memo  was  made?  .•  .       '.^:^,      .    •  \-  :r." 

:'-      A         I  am  sure- 1  do,  yes.  -    '    '  ,    .   -  \ 

Q        .Did  you  say  aiything  about  it  at  that  time? 
A         I  must  admit  to  you  that  I  didn't,  and  should  have. 
Q         If  you  would  read  paragraph  two,   I  would  appreciate 
your  doing  it,  and  telling  to  us  what  you  believe   that  second 
sentence  in  its  entirety  means. 

A         I   think,  that  means   that  we  were  hopeful, that. we  woul< 
become  a  major  New  York  account  for  the  Bank  of  Georgia, 'that ' 
■  that'was  our' hope.-, Vlnd'' that- as  such,  we  would  receive  a  major 
relationship,  which  is   the  $1  million   figure,   which  is   again. 
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1  this  is  all  very  judsraental  on  my  part,  this  is  anticipatory 

2  on  my  part  alone.   It  had  nothing  to  do  with  any  conversation 

3  I  had  to  do  with  anybody  like  Mr.  Lance ,  or  anybody  else  like 

4  him.  •  .  i ,,  ,.•; 

5  I  simply  based  it  on  ray  professional  experience^' 

6  felt  that  it  would  be  perfectly  ordinary,  for  a  bank  like    y- 

7  the  National  Bank  of  Georgia,  who  would  have  to  do  a  lot  of 

8  its  business  in  New  York,  securities  and  other  things,  that  I 

9  know  you  know  a  great  deal  about,  that  it  would  be  perfectly 
10   normal  for  a  relationship  like  that  to  be  a  sizable  one^  as 
\}       that  $1  million  figure  that  I  just  mentioned. 

Q    But  it  is  your  testimony,  is  it  not,  that  you  had 
no  conversations  with  Mr.  Lance,  indicating  to  hio  that  in 
fact,  as  a  condition  of  this  loan,  your  bank  would  obtain  20 
percent  in  excess  of  20  percent  balances? 

A    We  had  no  such  conversations,  and  no  understandings. 

Q    Do  you  know  of  anyone  else  having  discussions  with 
Mr.  Lance  concerning  this  20  percent  balance  condition? 

A    No,  sir. 

Q    Is  it  your  testimony  that  that  was  not  in  fact  a 
condition  of  this  loan  being  made  to  Mr.  Lance? 

A    Absolutely. 

Q    Is  it  also  your  testimony  that  he  was  unaware  of 
this  particular  phrase  being  inserted  in  the  memo  of  April  24, 
197S,  identified  as  CC  iNumber  1,  and  CC  Number  37 
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^   I  A         Most  emphatically »  he  vras  not  aware  of  that.* 

2  Q         Was  anyone  else  there  at  the  National  Bank  of  Georrgii 

3  contacted  by  you,  or  anybody  at  your  directitin,   conoeming   the 
Biaintenance  of  a  correspondent  relationship »   related  in  any'v^.  - 

5  way  to  this  particular  loan?  '        ^i:»   ^ 

6  A         No,  sir.  ^  * -t 

7  Q    Did  you  ever  discuss  correspondent  Inisiness  with 

8  National  Bank  of  Georgia  following  this  particular  loan  trans- 

9  action? 

10  A         Correspondent  business?  . 

11  Q         Yes. 

12  A         After  the  loan  transaction? 

13  Q         After  the  loan. 

14  A         You  Bean  other  services,  that  we  can  render,   and  what 
we  are  doing  for  you,  and  how  we  are  doing  it,    and- all   that 

15  stuff? 

17  Q         Yes. 

A    Ke  do  that  rather  constantly. 

Q    Were  you  kept  informed  on  a  monthly  or  daily  basis 


15 


2Q      of  the  balances  of  this   particular  bank? 


21 
22 
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24 

25 


A  Well,  we  prepare  an  analysis  on  every  account  we 
have   in  the  bank,   on  a  monthly  basis. 

Q  I  will  show  you  what  has  been  identified   as  CC-5 

and  CC-6,   and  ask  you  if  that   is   what  you   are   referring   to. 

A  Yes. 
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1  Q         Do  you  receive  those  in  all  of  your  banks  within  you: 

2  Region? 

3  A         Yes,   sir. 

4  Q  Is   that  whether  or  not  you  have   a  borrowing  relation' 

5  ship  with  any  of  the  officials   of   that  bank?  >■ 
4                  A         Yes,   sir.                                                                                    'l   ^  ^j 
7                  Q         Do  you  review   those  documents  on  a  monthly  basis? 

0  A         I  wish  I   could  say   I   did,   because   I   think  I   am  sup- 

9       posed  tOy  but  I   couldn't  say  that  I   do  it  on  a  monthly  basis » 
I  have  my  people  who  are  working  with  me  follow   the  relation* 
ships y   to  see   that  we  are  being   --   handling   the  account 
properly,   and  so  forth* 

Q         Were  you  aware »  at  sometime  following  July  of  197S, 
that   the  National  Bank  of  Georgia  requested   to  be  informed 
daily  about   their  balances  in  their  account  at  Manufacturers 
Hanover? 

A  I  don't  happen  to  recall  that  we  were  asked  that» 
but  it  did  happen,  apparently »  but  I  wasn't  informed  at  the 
time  that  they  asked  for  a  daily  balance   figure   from  us. 

Q  Where  do  you  think  Ms.  Viener  came  up  with  the  in- 
formation contained  in  her  paragraph  number  two  of  April  24» 
1975  memorandum? 

A         April   24,  where  did  she  come  up  with  -- 

Q         The  information  indicating   that  balances  of  20 
percent  of  the   facility  will  be  maintained  in  a  National    Bank 
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12      you  have  an  understanding  with  the  corporation  that  the/  will 


13 
U 
15 
16 
17 
II 
19 
20 
21 
22 
23 
24 
25 


1256 

42 

of  Georgia  account. 

A         As   I  saidy   I   think  that  succinctly  reflected  our 
hope  that  we  would  have  a  significant  relationship  with  the 
National  Bank  of  Georgia.  '  Tj 

Q         Vfhere  did  the  20  percent  figure  come  from?  '  .  -    '^ 

A         Wellf   I   think  you  have  to  go  back  to  the  fioney  Coa^r 
mittee  to  get  an  idea  as   to  why  20  percent  would  be  a  meaningft  1 
figure  to  anybody.     That  happens   to  be  the  standard  type  of 
balance  compensation  that  is  required  for  loans  where  there 

balance  requirement  involved. 

Namely,  corporate ,  basically  corporate  loans,  where 


10   is  a 


man  a  certain  corporate  balance.  That  is  the  only  significance 
to  having  that  particular  figure  there. 

Q    Is  it  your  testimony  that  the  loan  to  Hr.  Lance » 
made  in  June  of  197S»  in  no  way  was  tied  to  the  balance  being 
maintained  by  the  National  Bank  of  Georgia  at  Manufacturers 
Hanover? 

A    Yes,  it  is. 

Q         Who  have  you  talked  to  concerning   this   transaction    -. 
over  the  past  two  weeks?  ,  -^ 

A         lifho  have   I   talked  to  —  well,  obviously,   since   the 
attendant  publicity,  we   talked  about   it  in  the  bank,  among 
ourselves.      It  is  hard  not  to  talk  to  people.      I  have  been 
accosted  since   I  was   in   the  press,  my  name  was   mentioned  along 
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I 

'  I  with  Mr.  Jenkins,  so  ray  mother-in-law,  my  parents,  everybody 

2  who  reads  the  newspaper,  I*  have  talked  to  about  it.   But 

3  strictly  on  a  --  hey,  I  saw  your  name  in  the  paper  basis, 
*  basically  we  have  discussed  it  here  in  the  bank  with  ny 

5  associates.  ' 

6  I  Q         Have  you  discussed  it  with  Ms,   Viener,    that  particular 

7  paragraph  in  her  April   24,   1975  cieraorandun,   paragraph  number 

8  two,   that   is? 

9  A         In  the  last   two  weeks,   have  I  ever  discussed  that 

10  with  Ms.   Viener  —  yes,   I  have. 

11  q         And  what  was  her  explanation  to  you  concerning  that? 

12  A         I  don't  know  that  I   asked  her  for  an  explanation. 

13  I  simply  said  that  --  you  know,   there  wasn't  any  balance 
arrangement,  and  it  should  not  be  in  the  memcrandua*     We  shoulc 
not  have  had  it  in  there,  because   that  is  not  --   as   I  say,    it 
is  a  misstatement  of  fact. 

Q         When  did  you  discuss,   within  the  last  two  weeks, 
Ij       this  situation  with  Mr.   Lance,   or  any  of  his   agents  or  repre- 
^       sentatives? 

It  ■.■•*''"     •.»•' 

^  A         I  wish   I  had  the  date.      I   think  it  was   last  Friday.   ' 

I  guess   it  was.  :      . 

Q         Probably  last  Thursday? 

A         Last  Thursday.     Oh,  you  said,   or  his   agents.      That 
23 

is   right,    I   did   talk   to  Mr.    Lance  on   Friday,      I   received   a 

phone   call  Thursday   afternoon  about   4:30  h  the   afternoon   from 
25 
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Mr.  Alex  Sraith»   an  attorney  in  Atlanta^  who   told  ne  that  he 
^      had  heard  fron  Mr.   Lance »   and  he  would  like  to   as\  mo  if  I 

could  give  hia  soae  infoxnation  about   the  loan  transaction. 
^  Would  you  like  ne  to  discuss  further  what  I  said  in. 

^       that  conversation?  . . ""  ^^''\:K[ 

*  I   am  sorry, 

^  Q         Please. 

I  A         He  asked  for  a  list  of  things »  which  I   don't  have 

'       before  me,  but  basically  he  wanted  a  copy  of  the  note,   a 

10  copy  of  the  letter  of  commitment ,  that  is»   the  letter  we  wrote 

11  saying  we  agreed  to  lend  you  some  money,   and  four  or  five 

12  other  pieces  of  paper  which  he  wanted  to  review. 

13  I  told  him  I  didn't  know  whether  I  could  get  that 

14  information,  it  was,   as  I  say,  four  --  4:50,   a  quarter  to 

15  five,  but  if  I  could,  I  would  try  to  assemble  it,   and  try  to 

16  get  it  to  him  in  the  morning. 

17  I  asked  him  whether  he  was   representing  Mr.   Lance. 

18  1  knew,  after  I   thought  about  it,  he  identified  himself  as 

19  representing  Mr.   Lance,  or  his   firm  did,   at  the  time  Mr »^ Lance 

•  ••^  ■ .  ■ .      •  "  ^ 

20  purchased  stock  from  the  National  Bank  of  Georgia.      But   1  was_ 

21  a  little  concerned,   I  don't  like  to  give  out  information  to 

22  third  parties   of  any  kind,  as   to  whether  I   should  be  discussink 

23  the  natter  with   this   guy  over  the  telephone.    . 
^  I   didn't  know  that  I  was   talking  to  who  he  said  he 

was.      I   later  satisfied  myself  to   that,  because   I   had  to 
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I 

1  i  call  him  back  with  the  information,  so  I  know  that  —  we  have  I 

2  a  letterhead  in  the  bank»  'and  so  forth »  so  I  was  convinced 

3  that  he  was  in  fact  that  gentleman. 

4  But  in  that  regard »  1  also  placed  a  phone  call  to 

5  iMr.  Lance  the  next  morning »  to  ask  him  whether  in  tact  he' had 

6  asked  Mr.  Smith  to  get  some  documents  from  us.  He  said  he- had 

■■r% 

7  and  that  he  just   thought  that  I   knew  Alex  Smith »   and  wouldn't 

8  question   that. 
BY  MR.    HEIMANN: 

Q         Did  you  inform  Mr.   Lance  to   the  existence  of  the 
April   24th  memorandum? 

A         Yes,   sir,    I   did   at   that  time,   in  the   telephone 
conversation,   and  I   did  it  because   I  knew  Mr.    Lance  had  no 
idea  of  any  purported  such  arrangement,   and  that  it  would  come 
as   a  complete  surprise   to  him,  and  I  thought   it  only   fair  that 
since  he  did  know  that  our  files  had  been  subpoenaed,   that 
there  was   a  possibility   that   that  information  would  be   in   the 
possession  of  the  regulatory  people* 

Q         Let  me  ask   the  question  in  a   different  way. 

Clearly  you  must  have  known  of  the  existence  of  the 
April  24th  memo  prior  to  that  Thursday,   aiid  I  may  be  junping 
ahead,  but   — 

A         Yes,   I   think  so. 

Q    You  said  that  you  spoke  to  Mr.  Lance  because  his 
attorney  had  called  up  and  asked  for  information,  and  you  told 
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1  him  about  the  April  25th  raemo,  because  /ou  thought  he  should 

2  know»  6r  the  reasons   that 'you  said. 

3  If  that  is  sOy    I  have  no  reason  to  believe  that  it 

4  is  not  so,  why  didn't  you  inform  Mr.   Lance  of  the  existence,  of 

5  that  memo  when  you  first  came  across  it,  which  had  to  be  ]^ri4»j^'- 

6  to  Thursday y   if  it  was  only  cricket  to  let  hia  know  it  was:. 

7  there? 

8  A         I  did  it^  because  Mr.   Smith  had  told  me  that  Mr. 

9  Lance  had  been  called  to  cone  before  the  Comptroller,   and  at 

10  that  point   I   figured  he  ought  to  know  that  that  was  in  there. 

11  Prior  to  that  time,  I  had  not  thought  about  it,  because   as  I 

12  said,   the  arrangements  weren't  —    that  wasn't  our  arrangement, 

13  and  I  had  not,   frankly,   thought  about  the  fact  that  this   type 


14 
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of  information  would  be  requested,  or  that  —   I  didn't  know 
Mr.  Lance  would  go  and  see  the  Comptroller. 

Q         Did  you  review  all  these  records,   let  me  put  it  this 


17    ^'^y- 
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When  the  subpoena  was   issued,    and   the  New  York  State 
Banking  Department  came  in  for  all  the  stcok,  you  organized 
it,  et  cetera,   did  you  review,   or  have   reviewed  all  of  these 
records,   in  order  to  refresh  your  oitrn  memory  as   to  what 
happened? 

A         Yes. 

Q         Then  did  you  know  the  existence  of  the  April  24th 
memo,   prior  to   last  Thursday   —   I   don't  care  what  the  date  wasi 
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1  j      A    Yes  y  I  would  say  it  caae  to  my   attention  for  the 

2  j  second  tine  in  my  life,  I  'guess.  The  first  time,  when  it  was 

3  !  written,  at  the  time  when  we  got  the  records  out  to  comply 

4  !  with  the  request  that  we  received  on  the  subpoena. 

5  Q    When  you  reviewed  it  the  second  time,  prior  to  last  - 

6  Thursday,  what  did  you  do,  if  anything? 

7  A    I  didn't  do  anything*   1  knew  it  was  part  of  the 

8  record,  and  I  was  aware  of  it,  and  upon  looking  at  it,  I  said, 

9  my  goodness,  this  is  in  there,  it  is  a  mistake,  and  it  should 
)0  not  be,  and  it  is  probably  going  to  create  a  problem 
))       Q    Did  you  inform  people  in  this  organization  of  its 
12  existence? 


,3       A    Yes,  I  did. 
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Q         Who  were   those  people? 

A         Well,   I   informed  my  boss,  Mr.    Krieger,    I  informed 


1^       Mr.   Jenkins,   I   informed  Mr.  McGi  Hi  cuddy,  the  President,   and 


that   is  probably  all.     Maybe  one  of  ray   --    I   guess  my  other 
associates  in  the  District  knew  about  it. 

Q         To  your  knowledge,   did  any  of  them  call  anyone  out- 
side of  this  organization?     To  your  knowledge? 

A         To  ny  knowledge,   no,   I   don't   think   they  did.      To  my 
knowledge,    certainly  not. 
BY  MR.    SERINO: 

Q         Do  you  have  any  personal   records,   of  your  own,   deal- 
ing with   this    loan  being  made   in  June   of  1975? 
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A         Records   of  my  own?     You  nean   that  are  not  just  dupli 
cates  of  this  sort  of  thing? 
Q         That   is   right. 
A         Regarding  the  loan  transaction,   an/thing  regmrdins. 


the   loan  transaction? 

Q         Anything.  .f^^^ 

A         I   don't  have  any  separate  records »  no* 
BY  MR.   HEIMANN: 
9  I  Q         Do  you  keep  a  phone  record  — 

K)  y  A         I  have  a  phone ,  yes.      I   think  that  has   telephone 

11  n    nuobers  on  it  --  do  I  write  down  who  I   talk  to,   and  what 

12  N    time  --no,  I  am  sorry. 


13 
U 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 


Q         Is  this  institution  a  sentrax  system? 

A         I   don't  think  I  know  what  a  sentrax  system  is,   to 
tell  you  the  truth. 

Q         I   am  not  sure  I  can  explain  it  myself.      It  Is   like 
--  well,  let  me  rephrase  it. 

If  you  make  long  distance  phone  calls,  does  thar 
go  through  a  central  switch,  where  they  write  it  down,  or  an 
automatic  sentrax  system  where  it  is   just  billed  in?     ^  "' 

A         I   think  we  probably  are  on  sentrax,    the  best  I  can 
understand  what  it  is. 

Q  You  placed  those  calls  yourself? 

A         Yes,   I   placed  then  myself,    and  ny  secretary  places 
there.      We  have  a  new  system,   which  I   don't  even  know  what  that 
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1  is  called.   But  that  had  nothing  to  do  ivith  anything,  and  I 

2  would  get  any  calls  made  from  ny  phone  long  distance,  I  guess » 

3  v/ould  be  recorded  somewhere,  sure. 

4  I  think  you  can  verify  what  phone  calls  I  make  from 

5  my  phone.  * 

6  BY  MR.  SERINO: 

7  Q    Did  your  discussions  with  Mr»  Lance,  or  any  of  his 

8  representatives,  in  any  way  influence  your  testimony  here 

9  today? 

10  A         Let  me  not  be  too  hasty   to  answer. 

I  don't  think  they  did.     No,    I   don't  believe  they 


11 


12 


did* 


13  MR.   SERINO:      I  have  no  further  questions 

BY  MR.   HEIMANN 

Q         Have  you  traced  the  activity  of  the  NBG  account. 
Manufacturers  Hanover,   through   the   time  of  the   inception  of 
the  relationship y  beginning  in  May  9th  through  the  present, 
or  not  the  present,  the  last  month  or  two? 

A  I  have  looked  at  them  since  they  were  —  again,  sinc^ 
they  were  supoenaed*  I  have  looked  at  them  to  see  what  we-  wer^ 
giving  to  somebody  else 

Q         Do  you  have   any  explanation  as   to  why   the  relation' 
ship  between  this  institution  and  NBG  changed  so  dramatically 
in  November  or  December  of  1976,   to  January  of  1977,   and 
February,   1977,   the   time   in  which  --   just,   I   am  not  trying   to 
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so 

1  be  tricky  about  this,    the  tijae  in  which  the  Manufacturers 

2  Hanover  was  paid  off  ^   and  that  loan  was  assuned  by  another 

3  ]    rr^:■'f 

4  ]!      A    Yes.   It  didn't  change  draaatically  at  this  tii 
5 

6  to  be  two,  that  is  what  the  problen  is  here. 

7  MR.  SERINO:   That  is  the  1977? 

8  THE  WITNESS:  This  is  CC-6.  You  are  talking  about 

9  December  of  1976,  where,  let  us  just  pick  a  nunber,  the  aver- 

10  II  age  collected  balance  is  $1,168,000.  Let  ne  make  sure  we  are 

11  II  looking  at  the  sane  docuaent. 
MR.  SERINO:  Yes. 
THE  WITNESS:  Here  is  Decenber,  1976,  gross  balance, 

$1.2  Billion,  collected  $1.69  million,  blah,  blah,  blah. 
Then  I  guess  you  are  talking  about  the  fact  that  it  goes  doicn 
in  January  of  1977,  and  I  guess  I  need  another  thing. 

This  is  important,  and  I  want  to  make  sure  that  we 
have  the  right  sheet.  Because  at  that  time,  the  point  that  I 


am  making  here,  is  that  in  January  of  1977,  the  National  Bank 

...  -z;^ 
of  Georgia  opened  another  account  with  us,  called  a  trading 

account,  into  which  funds  flowed. 

I  would  like  you  to  look  at  both  of  those,  as  a 
totality,  because  I  think  it  makes  a  point  worth  making. 

MR.  SERINO:   Let  us  mark  this,  if  we  may,  CC  No.  9, 
for  identification. 
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1  (The   document  referred  to  was  marked 

2  for  identification  as  CC.   No.    9.) 

3  BY  MR.    SERINO 

4  Q    This  is  a  June  1977  balance  analysis  of  the  National 

5  Bank  of  Georgia. 

6  A    Yes,  that  is  what  we  need. 

7  Oka/,  fine 

8  Balances  declined  --  my   eyes  are  bad  --  I  think  that 

9  is  January »  1977 ,  fron  $1.2  million  — 

10  MR.  HEIMANN:   $1  million,  yes. 

11  MR.  SERINO:   Let  us  get  the  date,  so  that  the 
reporter  can  get  these  down 

I  think  you  ought  to  start  fron  January  1,  1977, 
and  take  it  forward. 

THE  WITNESS:   I  would  like  to  take  it  from  December, 
1976,  and  take  it  forward,  because  in  --  because  looking  at 
this  lefthand  column,  which  is  average  gross  balance,  in  the 
^   National  Bank  of  Georgia,  was  $1,260,000. 

In  the  next  month,  in  January,  which  as  the  Comptrol  - 

20 
21 


ler  pointed  out,  was   the  month  in  which  Mr.   Lance  retired^^hiiSN^ 


loan,  that  balance  went  down  to  $1,083,000.     At  the  same  time- 
the   third  page  of  this   little  attachment  here,   of  this  exhibit' 
in  January  of  1977,   the   trading   account  of  the  National   Bank 
of  Georgia  was  established,   and  balances  in  that  account,   in 
January  of   1977,  were  $444,000. 
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Add  that   together  i/ith  the  balance   that  was   in -'there 
^      in  their  other  account^  $783,444,   and  if  I   can  add,   I  would 
tell  you   that   that  comes  out  to  something  like  $1.1  Billion, 
or  whatever.  .   ....... 


^  The  point  is  that  I   am  simply  trying  to  make.  Wi^oul 

^  being  dramatic  about  this,   is   that  the  balances  did  not  de7^>^< 

^  cline  when  Mr.   Lance  paid  his   loan  off  in  January,   early 

8  January  of  1977. 

9  This  is  simply  —  and  I  can  tell  you  why  this  is, 

10  if  it  is  at  all  confusing,  as  best  1  can  understand »  all  of 

11  these  operational  matters  here  --  well,  in  January  of  1977, 

12  the  National  Bank  of  Georgia  appointed  an  investment  advisor 

13  here  in  New  York,  Argent  Securities,  or  something,  and  Argent 

14  was  essentially  designated  to  make  investments  on  behalf  of 

15  the  National  Bank  of  Georgia.  To  do  so  from  an  operartional 

16  standpoint,  it  was  felt  that  it  would  be  better  to  segregate 

17  that  out  into  a  separate  account  called  the  trading  account, 
13  which  is  what  was  done,  and  that  is  why  the  trading  account 

19  was  established. 

20  "Hie  reason  that  the  totals   that  you  get  from  rndding'!' 
j-  the  $785,   or  whatever  it  was,   balance   in  January, ' aitdU^lhe^  ;-"  .^ 

22  $444  add   up   to  roughly  what   the  balances  had  run  all  along,       - 

23  is  because   that  activity  had  normally  just  been   in  the  regular 
account.     They  took  it  out  of  there,   and  put  it  into  a 
separate   account. 
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MR.  UEIMANN:   I  am  going  to  do  this  a  little  bit 
ilifferently»  if  I  ciay. 

MR.  S£RINO:   But  in  fact  the  balances  in  the  non- 
trading  account  reflect  that  it  started  to  cost  Manufacturers 
money  for  the  services  they  were  provided  on  the  costed  sor*,^ 


vices,  is  that  correct?  ' -^^ 

TIIE  WITNESS:  Let  me  see  that. 

MR.  SERINO:   If  you  look  in  the  third  column. 
9  I  MR.  HEIMANN:   I  think  the  tray  to  look  at  this  — 

10  I  THE  WITNESS:   Not  in  January,  February  and  March, 

they  didn't.  That  was  still  profitable. 

MR.  HEIMANN:  Let  ne  quote  the  numbers.   I  just 
added  them  up* 

If  you  take  the  available  for  loans,  and  other  ser- 
vices, that  net  column,  and  what  you  have  if  you  add  up  these, 
from  both  categories,  you  have,  during  this  period  of  time  -- 
welly  it  starts  to  go  down  for  the  period  of  January  and 
February,  while  the  trading  account  is  in  operation,  right? 

THE  WITNESS:  January,  February  and  March. 

MR.  HEIMANN:  March  it  started  to  trail  off,  and  by 
April  of  1977  you  were  in  a  deficit  position  in  terms  of  all  ,/ , 
this,  by  the  terms  of  your  calculations. 

If  you  take  this  which  is  available  to  services,  and 
add  it  to  the  same  column  over  here,  okay? 

THE  WITNESS:      Yes. 
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1  MR.  HEIMANN:   That  you  have  —  tracing  them  back» 

^   what  you  have»  is  in  January  when  this  trading  account  s tarts » 
^   it  continues  through  February,  and  it  starts  to  go  down»  so 
*      that  by  April  of  1977  you  are  in  a  net  deficit  balance  posiV.  '■ 

5  tion  for  services  of  $141 ,000,  putting  the  two  together*  ''"-/vj 

6  THE  WITiNESS:  My  point  was,  for  those  threeu  nonths^^^ 

...  .-.v^^^g- 

7  January,  February  and  March,  we  were  Dost  certainly  not  lira"'-' 

8  deficit  position,  at  least  for  the  first   two  months,  January 

9  and  February,  we  were  in  roughly  the  same  position  that  we 

10  had  been  before* 

11  MR.  HEIMANN:     Off  the  record. 

12  (Discussion  off  the  record.) 

13  MR*   HEIMANN:      Back  on  the   record. 
Then  we  could  say  that  the  relationship  didn't  change 


14 
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15      over  a  period  of  time? 


THE  iriTNESS:     I  have  to  —  I   am  looking  at  the  total 
relationship  that  I  have  here*,  balance-wise,   that  is  here  in 
lg       the  bank,   that  is  money  in  our  bank. 
|.  MR.    SERINO:      I   don*t  have  any  further  questions* 


MR.   HEIMANN:      I  have  none.  > 

MR*   SERINO:     Thank  you,  Mr.    Brougham*      I  appreciate' 
your  coming.  ' 

(Whereupon,   at  4:4S  p.m.,   the   taking  of   the   depo- 
sition was  concluded.) 
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I,    Jvoepr.   Uog^ri,    r.h  j   of>;ic*:r  u2:^vo   nhcT.   tiM    fore- 
going   Ij'gioiitior,  waj   ral.cr.,*  do   iiercVy  cc£t:»f/    that   "^he  vitness 
'';h:z-j    r.-jjCiiao'.y    j*.ppecTj>   5  n   'oht   forego  l-io  J.-?r.-.>r.  It" /^a  was   duly 
sv.f -;:  b/  .!2;    ti  2t   tlie   'iii;  :i:*.Oi:/  C"  6;.'J.d  '»•:' tiioss   v.':.3   ta.or.   Liy 
r.»3  stfeiiographically   znd  therearfjrr  reduced   to  typev.riting  Ondei 
iiiy  dircziion;   that  said  deposition  is   a  true  record  of   the 
t5Stii!.o;>y   given  by  sai<-   vitncoa;    that  I   r.s»  neither  couniiel 
for,   related  to,   nor  employe  J  'jf  any  oi:   the  parties   to   the 
fXti^T.   ift  whit:'..   tl;is  deposition  was   taker.;    tnd,    further,    that 
I   r.n  r\oz   ?.  v*«lftcive  or  cr.ploycc   of  vny  rt'^orney  or  ccimsel 
em;)lcy'j.l   jy   the   parties  heretn,   nor  finiinciclly  or  othcrv;isc 
interested  i:\  tl»e  cutcotr.o  of  tlis  action. 


Uotz^ir^ublic  inlajTB   for 
the  state  of  New^ork 


i*y   terra  oxniros  March   30,    1979. 
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<  i{  MR.  GERWIN:   Yes»  sir. 

2  I  MR.  SERINO:   You  understand  that  if  at. any  tine  you 

^  !  would  like  to  speak  to  counsel  you  may  stop  the  proceedings 

^   I  and  speak  to  counsel? 

5  MR.  GERWIN:   Yes,  sir. 

^  ;;  MR.  SERINO:   Understanding  that,  do  you  wish  to 

'  proceed? 

8  MR.  GERWIN:   Yes,  sir. 

9  NR»  SERINO:  Would  you  swear  the  witness,  please? 

10  U      Whereupon, 

11  THOMAS  GERWIN 

12  was  called  as  a  witness  and,  having  been  first  duly  sworn  by 

13  the  notary  public,  was  examined  and  testified  as  follows: 

14  EXAMINATION  BY  COUNSEL  FOR  THE  COMPTROLLER 

15  BY  MR.  SERINO: 

15       Q    How  are  you  presently  employed,  Mr.  Gerwin? 
17       A    I  am  the  Vice  President,  Deputy  District  Head  in 

13  the  Southern  Division  of  the  --  Southern  District  of  the 

fy  National  Division. 

Q    How  long  have  you  been  so  employed? 

A    I  have  been  with  the  bank  for  about  ten  years,  and 


21 


22   in  this  position  about  five  or  six. 


23 

?4 
25 


Q    In  that  capacity,  what  are  your  principal  functions? 
A    I  am  responsible  for  our  banking  relationships  and 
corporate  relationships  in  the  State  of  Florida,  Alabama, 
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OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY 

New  York,  New  York, 
Monday,  August  8,  1977 
Investigatory  deposition  of  THOMAS  GERWIN,  taken  at 
the  offices  of  Robert  McKean,  Jr.,  350  Park  Avenue,  Conference 
Room,  20th  Floor,  New  York,  New  York,  pursuant  to  notice, 
beginning  at  5:15  p.m.,  before  Joseph  Rogers,  a  notary  public 
in  and  for  the  State  of  New  York,  when  wt  re  present  on  behalf 
of  the  respective  parties: 

On  behalf  of  the  Deponent: 

GEORGE  R.  BALAMUT,  ESQ., 

(Simpson,  Thacher  ^  Bartlett), 

350  Park  Avenue, 

New  York,  New  York  10022 

On  behalf  of  the  Comptroller  of  the  Currency: 

JOHN  HEIMANN, 

Comptroller  of  the  Currency 


,7  J  ROBERT  B.  SERINO, 

Director^  Enforcement  and  Compliance  Division, 
lg  H  Comptroller  of  the  Currency, 

Administrator  of  National  Banks 
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WITNESS 


Thomas  Gerwln 


C   of  C  EXHIBIT  NOS. 
11 


CONTENTS 

EXAMINATION  BY  COUNSEL  f 
THE  COMPTROLLER  OF  THE  C 


EXHIBITS 


IPENTIFl 
12 


Digitized  by 


Google 


1273 


2  ,■  MR.  SERINO:  Would  you  state  /our  name  and  address? 

3  !  MR.  GERWIN:   Thomas  Gerwin,  201  East  66th  Street^ 
^  New  York. 

5  MR.  SERINO:   The  Office  of  the  Comptroller  of  the 

^  Currency  is  presently  conducting  a  special  investigation  into 

7  certain  activities,  into  National  Banks,  which  we  believe  you 

8  may  have  some  information  on  because  of  your  position  here 

9  at  Manufacturers  Hanover. 

10  Although  you  are  appearing  here  pursuant  to  a  sub- 

11  D  poena,  your  testimony  must  be  voluntary.  Do  you  understand 

12  n  that? 
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MR.   GERWIN:      Yes,   sir. 

MR.  SERINO:  As  you  can  see,  a  transcript  is  being 
made  of  these  proceedings,  and  if  evidence  is  developed 
indicating  violations  of  Federal  or  State  law,  the  testimony 
given  here  may  be  used  against  you.   Do  you  understand  that?  . 

MR.  GERWIN:   Yes,  sir. 

MR.   SERINO:     You  may   refuse   to  answer  any  questions, 
the  answers   to  which  may  incriminate  you.      Do  you  understand 
that? 

MR.   GERWIN:     Yes,   sir. 

MR.  SERINO:  You  may  be  represented  by  counsel.   I 
understand  that  Mr.  Balamut  is  your  counsel  here  today,  is 
that  correct? 
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1  ;j  MR.    GERWIN:      Yes»   sir. 

2  1  MR.   SERINO:     You  understand  that  if  at. any  tine  you 

ii 

would  like  to  speak  to  counsel  you  may  stop  the  proceedings 
I  and  speak  to  counsel? 

MR.  GERWIN:   Yes»  sir. 

MR.  SERINO:   Understanding  that,  do  you  wish  to 
proceed? 

MR.  GERWIN:   Yes,  sir. 

NR»  SERINO:  Would  you  swear  the  witness,  please? 
Whereupon, 


n  I  THOMAS  GERWIN 
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was  called  as  a  witness  and,  having  been  first  duly  sworn  by 
the  notary  public,  was  examined  and  testified  as  follows: 
EXAMINATION  BY  COUNSEL  FOR  THE  COMPTROLLER 
BY  MR.  SERINO: 

Q    How  are  you  presently  employed,  Mr.  Gerwin? 

A    I  am  the  Vice  President,  Deputy  District  Head  in 
the  Southern  Division  of  the  --  Southern  District  of  the 
National  Division. 

Q    How  long  have  you  been  so  employed? 

A    I  have  been  with  the  bank  for  about  ten  years ^  and 
in  this  position  about  five  or  six. 

Q    In  that  capacity,  what  are  your  principal  functions? 

A    I  am  responsible  for  our  banking  relationships  and 
corporate  relationships  in  the  State  of  Florida,  Alabama, 
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Georgia  and  Mississippi. 

Q    Who  is  your  immediate  superior? 

A    Bruce  Brougham. 

Q    Under  /our  supervision^  are  a  group  of  individuals 
--  what  is  their  title  or  function? 

A    We  function^  with  Mr.  Brougham,  as  the  District 
head.   I  am  the  Deputy  District  head,  and  we  have  two  groups 
of  teams  under  me  and  Mr.  Brougham ,  one  headed  up  by  Betsy 


9   Viener»  responsible  for  Georgia  and  Alabama ,  and  another 
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individual  responsible  for  our  business  in  Florida. 

Q    I  would  like  to  draw  your  attention  to  the  spring 
of  1975,  your  first  contact  with  Mr.  Bert  Lance.   Do  you 
recall 9  or  have  any  recollection  of  the  meeting  you  attended 
in  April  of  1975? 

A    Yes,  I  do. 

Q         Do  you  have   any  recollection  of  a  prior  meeting, 
prior  to  that  particular  meeting? 

A         No,  sir. 

Q  I  would  like   to  show  you  what  has  been   identified 

as  C  of  C  Number  2,   and  ask  you   if  that  is   a  memorandum  you 
prepared  concerning  that  particular  meeting  with  Mr.    Lance. 

A         Yes,    it  is. 

Q         Can  you  testify  as   to  what  took  place  at  that 
particular  meeting? 

A         Yes,   I  can. 
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1  Ij      Q    What  did  take  place? 


A    Mr.  Lance  and  Mr\  Cleveland  came  in  and  visited  with 
Mr.  Brougham  and  myself.  The  primary  purpose  was  to  inform 
us  of  his  desire  to  purchase  the  National  Bank  of  Georgia^  to 
determine  whether  we  had  any  interest  in  assisting  him  in  the 
financing  of  the  stock  that  he  potentially  could  purchase. 

Q    Did  you  have  any  disaission  at  that  time  concerning 
the  possibility  of  obtaining  the  correspondent  bank. business 
of  the  National  Bank  of  Georgia? 

A    Not  as  such.   We  met  primarily  with  Mr.  Lance  to 


II  R  have  him  tell  us  the  --  that  he  had  an  opportunity  to  purchase 
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this  bank 9  and  at  the  time  he  was  really  asking  us  whether  we 
were  willing  to  assist  him  in  financing  this  transaction. 

Q         Did  he  indicate  at  that  time   that  he  in  fact  was 
an  official  of  the  bank? 

A         I  don't  recall. 

Q    Do  you  know  whether  or  not  he  was  in  fact  an 
official  of  the  bank  at  the  time  heinfts  seeking  a  loan  from 
you? 

A    I  don't  believe  that  he  was. 

Q    If  you  would  look,  I  draw  your  attention  to  the  last 
paragraph  of  that  memorandum,  and  there  is  some  discussion 
concerning  your  relationship  with  Citibank. 

Do  you  have  any  recollection  of  that  discussion? 

A    No,  I  don't. 
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J! 
^  |:      Q    Do  you  have  any  recollection  of  discussions  with  Mr. 


Lance,  Mr.  Cleveland »  Mr.  Brougham »  or  Betsy  Jo  Viener  con- 
cerning the  correspondent  relationship  of  the  National  Bank  of 
Georgia? 

A    Yes,  X  do. 

Q    What  was  that  discussion? 

A    Well,  as  indicated  in  the  last  paragraph  of  my  neno, 
one  assumes,  with  the  proper  solicitation  and  effort  we  could 
develop  a  meaningful  relationship  with  the  National  Bank  of 
Georgia. 


11  We  viewed  the  National  Bank  of  Georgia  as  being  a 


12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 


vigorous  force  in  the  Atlanta  market,  someone  we  would  prob- 
ably like  to  do  business  with,  and  one  that  we  would  work  on 
trying  to  develop  new  business  from. 

Q    Did  you  do  anything  to  obtain  that  business? 

A    I,  personally,  did  not.   The  members  of  our  group 
did. 

Q    What  did  they  do? 

A  We  called  on  the  appropriate  operating  people,  the 
people  in  the  securities  area,  the  appropriate  people  in  the 
National  Bank  of  Georgia's  trust  area,  in  an  attempt  to  sell 
the  services  that  we  normally  sell. 

Q  Prior  to  May  8,  1975,  were  you  aware  of  anything 
done  by  Manufacturers  Hanover,  or  any  of  its  officials,  to 
solicit  the  business,  the  correspondent  business  of  National 
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A         I   am  aware  of  the  fact  that  we  had  an  account  with 
the  National  Bank  of  Georgia,   that  was  opened  at  one  point » 
t    and  then   terminated.      I  personally  was  not  traveling  in 
Atlanta  at  the  time,   so  X  did  not  go  there  to  call. 

I  would  assume  that  in  our  routine  calling  efforts 
in  Atlanta,   this  being  a  relatively  najorbank,  that  we  could 
have  gone  there  and  made  an  attempt  to  solicit  the  business  -- 

MR.    BALANUT:     Excuse  me,  Tom,   you  only  have  to 
answer. the  question  within  your  own  knowledge. 
BY  MR.   SERINO: 

Q         Were  you  aware  that  this  account  was  open  at  the 
time  of  the  transaction,  back  in  April  and  May  of  1975,  were 
you  made  aware  of  the  fact  that  the  bank.  National  Bank  of 
Georgia,  opened  an  account  in  the  amount  of  $250,000  on  or 
about  May  8,  1975? 

A         X   am  sorry,   could  you  repeat  the  question  again? 

Q         Were  you  aware,  back  in  April  or  May  of  1975,  when 
the  National  Bank  of  Georgia  opened  its  account  with  your 
bank? 

A         I   don't  specifically  recall  when  the  account  was 


opened. 


MR.  HEXMANN:   May  I  follow  that  up? 
MR.  SERINO:   Yes. 
BY  MR.  HEXMANN: 
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9       . 
!       Q    In  the  normal  course  of  the  operations  that  you     j 
envisioned,  would  you  at  some  point  have  been  aware  that  a 
new  relationship  had  been  started  with  a  major  bank  in  the 
Atlanta  region? 
A    Yes. 

Q    Who  would  have  made  you  aware  of  it? 
A    An  information  sheet  comes  around,  indicating  all 
our  new  accounts,  when  they  open.   It  has  a  buck  slip  on  it. 
I  am  sure  that  it  crossed  my  desk,  and  that  I  saw  it. 
Q    All  right. 

Then  if  I  can  interpolate,  sometime  after  May  9, 
when  the  account  was  actually  opened,  ai  memo  would  have  come 
across  your  desk,  indicating  that  in  fact  the  account  was 
opened? 

A    A  notice  of  an  account  having  been  established  would 
have  come  across  my  desk. 

Q    Do  you  want  to  show  him  that  thing? 

MR.  SERINO:   I  show  you  what  has  been  identified  as 
CC  Number  9,  and  ask  you  if  you  can  identify  that  particular 
document. 

THB  WITNESS:   George,  can  I  ask  you  a  question? 
MR^  BALANUT:   Yes. 
(Discussion  off  the  record.) 

THE  WITNESS:  As  such,  this  specific  document  I 
cannot  identify. 
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1  j  The  form  aid  format  I  can  identif/,  it  is  one  of  the 

first  pages  of  our  files. 

We,  for  all  of  our  accounts  that  are  opened,  this 
form  gets  into  the  file,  indicating  how  it  opened,  when  the 
initial  deposit,  the  services  we  attempt  to  sell. 

MR.  HEIMANN:   Can  I? 

I  am  just  curious. 

BY  MR.  HEIMANN: 
Q    What  happens  in  this  institution  when  you  have  been, 
as  you  believed  it  to  be,  an  account  was  solicited  at  some 

11  period  of  time,  and  whether  that  was  a  constant  solicitation, 

12  II  or  somebody  took  a  shot  at  it  every  time  they  would  be  down 
there,  which  would  be  •  normal  practice,  and  then  finally,  lo 
and  behold,  it  happened. 

What  would  normally  happen  in  this  ins  i  tut  ion  when 
an  account  that  could  be  a  meaningful  one,  is  opened?  Is  it 
normal  to  congratulate  the  person  who  got  it,  is  it  normal 
to  call  up  the  account  and  say  hey,  well  thank  you,  whoever 
is  in  charge,  or  is  it  normal  to  pretend  as  if  it  didn't  happe^, 
and  no  contact  was  made? 

A    It  is  normal  for  the  district  head  to  send  the 
appropriate  officers  down  there  to  solicit  business.   In  this 
situation,  junior  officers  were  sent  down  to  the  national 
Bank  of  Georgia,  our  operating  people  were  sent  down  to  the 
National  Bank  of  Georgia  to  further  determine  what  we  could 
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do  in  the   form  of  services. 

Q         After  the   account  has  been  opened? 

A         Both  before  and  after,  is   the  normal  procedure. 

q         In  this  case,  is   there  any  way,   to  your  knowledge » 
your  junior  officers   --   I   an  not  sure  that  is   the  right  wcrrd» 
people  were  sent  to  that  institution  immediately  prior  to 
the  receipt  of  the  May  9th  deposit  of  $250,000? 

A         I  don't  know. 

Q         Or,   in  fact,   between   the  7>eriod  of  May   9,   1975  when 
it  was  received,   to  June  30th,   1975,  and  that  date  your  -- 
if  you  are  not  clear,   that  is  the  date   in  which  the  loan  of 
Mr.   Lance  was  closed. 

FroB  any  time  in  this  period,  was   it  the  normal 
practice  of  this  institution  to  follow,   for  example,    the 
solicitation  of  what  do  we  do  for  you  now  that  we  have   the 
money  in  the  shop? 

It  is  not  very  eloquently  phrased,  but  I   think  it 
gets   the  message  across. 

A         I  don't  recall. 

Q         You  don't  recall. 

If  such  a  visitation  were  made  in  person,   or  phone, 
would  it  be  for  the  normal  practice  of  this   institution  to 
make  a  record  of   that  conversation,  for  example,  we  can  offer 
services,  and  they  said  they  want  to  find  out  more  about  it? 
I   am  trying   to  be  --  what  is   the  normal  practice? 
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A         It  is  normal  practice  to  docunent  that  in  the   file. 
Oftentimes  it  doesn't  happen.     Now  that  you  are  working  on  a 
major  relationship,   and  you  are  there,  and  you  are  calling  on 
them,   and  you  send  your  operations  people  down,  and  you  ma^# 
every  effort  to  develop  the  business,   and  it  may  or  may  noY 
reach  the  file  -- 

MR.   HEIMANN:     Off  the  record  for  a  second* 
(Discussion  off  the  record.) 
MR.   SERINO:     On  the  record. 
K)  I  would  like  to  identify  this  as  CC  Number  11,  whidi 

II  I    is  a  memorandum  dated  June  12,  1975,   and  ask  your  i£  you  can 
identify  that  particular  document* 

(The  document  referred  to  was 
marked  for  identification  as- 
C  of  C  No.   11.) 
THB  WITNESS:     Yes. 
BY  MR.   SERINO: 
Q         What  is   that  document? 

A         It  is  a  call  report  of  Messrs.   Petti t.  Brougham, 
indicating  attempts  to  sell  services. 

Q         Is   that  the  type  of  meeting  that  you  would  expect 
this  institution  to  have  following  the  initiation  of  a  corres- 
pondent account? 
A         Yes. 
Q         Are  you  aware  of  any  other  meetings ,  documents    that 
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:l  I 

I   !    reflect  meetings   in  this  bank? 


A         Not   to  m/  knowledge. 

Q         Could  you  search  the   files,   and  it  would  be  helpful 
if  you  do  have  any  other  neetings   at  or  about  the  time  between 
April  24th  and  June  30th,   following  your  meeting  of  April  '16, 
197S,  with  Mr.   Cleveland  and  Mr.   Lance. 

Did  you  and  Mr.   Brougham  sit  down  and  discuss    this 
particular  loan  to  Mr.   Lance? 


9  I  A         Yes,  we  did. 
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Q    What  were  the  nature  of  your  discussions? 

A    Primarily  the  ability  of  Mr.  Lance  to  enter  this 
situation,  to  --  his  ability  to  operate  the  bank,  h  is  ability 
to  operate  the  bank  on  a  profitable  basis,  the  potentiality 
of  this  bank  becoming  a  holding  coiq>any,  a  discussion  on  our 
source  of  repayment,  discussion  on  the  quality  of  the- collateral 
that  th«y  would  be  looking  at. 

Q    What  was  your  expected  source  of  repayment  on  this 
particular  loan? 

A    The  eventual  sale  --  the  eventuality  of  this 
institution  becoming  a  holding  company,  and  the  sale,  and  a 
portion,  or  some  of  Mr.  Lancets  interest  in  the.  National  Bank. 
BY  MR.  HEIMANN: 

Q    In  your  discussions,  di4  you  consider  the  possibility 
that  the  sale  might  not  be  possible,  and  other  forms  of 
repayment  under  those  circumstances? 
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A    I  am  sure  we  did.   I  don*t  specifically  recall  now. 
At  the  time  we  did  have  an'  analysis  of  the  bank  stock  done, 
j  or  of  the  bank  done  for  us.  We  thought  we  were  on  a  book 
value  basis,  dealing  with  a  sound  institution,  and  because  of 
that  we  viewed  no  major  difficulty  in  getting  paid  in  due  * 
course . 

Q    In  your  experience  in  this  institution,  is  it  normal 
to  grant  a  loan,  payment  which  is  predicated  upon  the  sale, 
that  ownership  position,  or  in  part,  in  the  relative  near 
,Q   future,  say  two  to  three  years? 

A    It  is  not  beyond  the  realm  of  normality* 

Q    Have  you  participated  in  another  loan  of  that 
nature? 

A    Yes,  I  have  made  corporate  loans,  that  I  knew, 
based  on  the  earnings  record,  the  company  would  have  to  sell 
equity  in  order  to  repay  us,  or  they  would  have  to  refinance 
in  one  way  or  another* 

Q    Has  that  ever  been  done  on  a  personal  basis,  to 
your  knowledge? 

A    I  don't  know  whether  individual  loans  have  been 
made  in  our  district. 

Could  you  repeat  your  question  again,  please? 

Q    I  forgot  what  I  said. 

MR.  BALAMUT:   What  he  is  trying  to  get  at,  in  your 
district,  have  you  ever  made  a  comparable  loan,  not  to  a 
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15 
corporation,  but  to  an  individual,  where  the  source  o£  repay- 
ment would  be  either  the  ctnpany  that  he  is  buying  control 
of,  does  a  public  offering  of  its  shares,  or  that  failing, 
does  a  secondary  --  in  other  words,  take  some  of  the  shares? 
Some  secondary  offering? 

THE  WITNESS:  Offhand,  not  that  I  can  recall. 

MR.  BALAMUT:  Can  I  make  an  observation  for  the 
record,  Mr.  Comptroller? 
I  I  only  say  this  because  I  think  I  have  a  somewhat 

broader  spectrum,  since  I  have  more  divisions,  et  cetera, 
that  I  know  from  my  own  knowledge,  I  can't  tell  you  how  many, 
but  there  have  been  comparable  situations. 

MR.  HEIMANN:  But,  from  your  own  knowledge,  sir,  it 
would  be  relatively  unique? 

MR.  BALAMUT:   Relatively,  yes,  because  it  wouldn't 
make  any  difference  whether  it  was  an  individual,  or  a  corpor- 
ation that  said  it  was  going  to  repay  its  loan  by  going  to 
the  market,  because  the  market  slips  away  from  you. 

MR.  HEIMANN:  Off  the  record. 

(Discussion  off  the  record.) 

MR.  HEIMANN:   On  the  record. 

I  would  be  curious  to  learn  whether  or  not 
Manufacturers  Hanover  has  made  such  a  loan  to  another  indi- 
vidual in  the  last,  say  five  years,  for  the  purpose  of  taking 
control  of  the  banking  house  --by  banking  house,  I  mean 
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banking  institutions,  commercial  banks. 

I  clearly  don't  expect  an  answer  to  that  today,  but 
I  would  be  interested  in  whether  they  have  made  one  or  Bore 
i  such  loans  within  the  last  five  years. 

MR.  BALAMUT:   We  could  try  to  find  out. 
BY  MR.  SERINO: 

Q    In  discussing  this  particular  loan,  Mr.  Gerwin,  did 
you  ever  discuss  the  possibility  of  obtaining  compensating 
balances  from  the  borrower? 

A    No,  we  did  not. 

Q         Did  you  ever  discuss   the  possibility  of  the  National 
Bank  of  Georgia  depositing,  or  establishing  a  correspondent 
account  as  a  condition  for  this  particular  loan? 

A         No,  we  did  not. 

Q    I  would  like  to  show  you  what  has  been  identified 
as  C  of  C  Number  1,  and  C  of  C  Number  3,  and  if  you  will 
look  at  C  of  C  Number  1,  I  would  ask  you  whether  you  have 
ever  seen  that  particular  document  before? 

A    Yes,  I  have. 

Q         When  did  you  see  that? 

A         Within  the   last  30  days. 

Q         Did  you  see  it  on  or  about  April  24,    1975? 

A         I   don*t  believe  so. 

Q         Did  you  have  any  discussion  with  Mr.   Brougham  or 
Ms.   Viener  concerning  this  particular  loan,   and  these 
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17 
particular  terras,  back  in  April  of  197S? 

A    Not  after  our  initial  April  16th  meeting. 
Q    You  had  no  discussions  with  them  concerning  this 
loan  after  that  April  16th  meeting? 

A    NOy  sir»  I  attended  the  first  meeting  in  Ms*  Viener' 
absence,  and  I  wrote  the  April  16th  memo.  Mr.  Broughan  and 
I  then,  as  I  mentioned  earlier,  discussed  the  relative  merits 
of  the  situation,  and  that  was  my  last  involvement.. 

Q    And  you  have  no  recollection  of  any  discussion  con- 
cerning the  possibility  of  compensating  balances? 
A    No,  sir. 

MR.  SERINO:   I  have  no  further  questions. 
Thank  you,  Mr.  Gerwin. 
^  (Whereupon,  at  5:38  p.m.,  the  taking  of  the 

1^  deposition  was  concluded.) 
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I,  Jcjejih   Ucnvrs,    tho   oificffr  bsfcre  whooi  tins   forc- 
t'oing   deposition  was   takcn^.  do  hcsrccy  certify   that   the  v;itness 
v;hose    testiaoay   appears  in  the   xoTsgoing  deposition  was  duly 
sworn  by  fie;    that   the    costimony  of  ccid  witness  vas   taken  by 
rae  stenographically   and   thereafter  reduced  to   typewriting  •sndez 
diy  direction;   that  said  ueposicicn  is   a   ir-^e  record  of  th« 
testi.s-.^r.y  ^iven  by  said  witness;    that   I   an  reither  counsel 
for,   reXa^ed  to,   nor  enijloyed  b>    aiiy  of  ths  parties   to  the 
p.ctior.   in  which   this  deposition  was   taken;    and,   further,    that 
I   am  not   a  rolptive  or  ep.ployec   of  any  attorney  or  counsel 
ev^loysd  by   the  parties  hereto,   nor  financially  or  otherwise 
interested   in  the  outcoiac  of   the   action. 


Notasj^  i'ublic  in   a^^  for 
the  State   of  New  York 


My   tcrai  expires  Maixh   30,    1979, 
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4  J!  Suite  2700, 

!;  Peachtree  Center  Cain  Building 

5  i  229  Peachtree,  N.E. 
i  Atlanta,  Georgia 

*  I 

i!  Wednesday,  August  10,  1977 

'11 

*   II  Investigatory  deposition  of  James  Hill  Dickson,   Jr., 

'  jl taken  at  Suite  2700   Peachtree  Center  Cain  Building,   229 

Peachtree,    N.E.,    Atlanta,    Georgia,   pursuant  to  notice,   beglnnlnp 

z 

gat  approximately  2:00  p.m.,  before  W.F.  Brandenburg,  a 

12  * 

= notary  public  in  and  for  the  State  of  Georgia,  when  were 

z 

5  present: 

14  I 

5  ROBERT  B.  SERINO 

,5  *  Director,  Enforcement  and  Compliance  Division, 

S  Comptroller  of  the  Currency, 

16  I  Administrator  of  National  Banks, 

I  Washington,  D.C. 


17  s 
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LOU  PRANK, 

Senior  National  Bank  Examiner  and 
Deputy  Regional  Administrator  of  National  Banks, 
Atlanta,  Georgia 
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PAGK   1 
1  !  MP..  SEniMO:   V7c-  can  oo  nn  tha  rp.cnrci,  now. 

MR.  DICKSON:   I^y  I  get  a  copy  of  tho  transcript? 

3  MR.  nERil.O    Vr»a  r.*y;  yes. 

4  I  V?e  arf  presently  conductimj  nn  inquiry  on  behalf  of 

5  tbrs  office  of  the  Coioptrollj*r  of  the  Currency  into  matters 

6  £«  rising  out  of  transactions  occurring  at  various  National;' 

7  Banks,  including  the  National  Bank  of  Georgia, 
g  I  My  name  io  Robert  D.  Serino.   I  am  Director  of 
9  I  Enforccnunt  and  CoR*pliance  in  tha  office  of  the  Coinptrolle|r 

10  of  the  Currency,  and  '.-rith  rie  is  Mr.  Lou  Prank,  Senior 

jl  c  National  BanJ:  Fjcarniner  and  Deputy  I^cgional  Administrator 

I 

12  (I  of  National  Banks. 

i  We're  going  to  ask  you  questions  concerning  certain 

14  ^  of  your  activities  at  the  Sank,  and  if  you  do  not  know 

15  «  the  answer,  or  would  like  to  sten  out  and  speak  to 
S 

3 

16  z  counsel,  you  may  do  so  at  any  tir^.   I  know  you  did  not 

o 

z 

17  i  bring  counsel  with  you  today..     The  tcstiioony  here  lEUst  be 

18  |.  entirely  voluntary.      Do  you  understand  that? 

i! 

19  j  MR.    DICKSOKi      Yes. 

20  j  MR.    SERINO:     Mr.    l-'rank,   would  you  swear  the  witness, 

21  !:  please? 

22  j:    Whereupon, 

2i    :'  JW1ES   niLL   DICKSON 

24   ,  was  sc/orn  as  ji  witness  by  Mr.   Lou  Fran!**:,   \:as   examined 

--'^   ;.  and  testified  as    follows; 
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PAGE   2 
EXAI'.ItlATIOrT 
DY  MP.  SF.RINO: 
Q  '.•oulf''  you  3tt'^»-  your  r<»ro.  ::ncill  your  last  name;  and 

your  adclresr. ,  p?.ean.-»V  .  .S^k  : 

\         I'y   r.ar;e  is  Jar.fts  Hill  D.TcKncu;  D-i-c-k-s-o-n,  J^rli^j^  ? 


F!y  hone  ncdress  is  3204  Siroketree  —  one  word  —  Smoketrev  ■■\^j^  ' 
Road,  N.E.,  Atlanta,  30345. 

Q.         V.r,   nickson,  would  you  state  for  ne,  pleaite,  your 
background  as  a  banker,  generally,  over  the  last  ten  years? 


10  A.    During  the  past  ten  years  I  have  —  until  the  first. 

11  f  of  this  year  —  served  as  Senior  Vice-President,  or  Executive 
I 

12  *  Vice-P resident  and  Comptroller,  of  the  National  Bank  of  Georgia 

I  in  Atlanta. 

14  i      C    ■''nd  in  th«t  cnoacity,  what  were  your  principal  func- 

5 

15  «  tlonc? 
I 

16  5      .\    Over  the  past  ten  years  ny  principal  functions  vere 

s 

z 

17  S    those  of  Financial  Officer,  which  enconpassfrd  for  a  period  of 

18  that  tine  direct  responsibility   for  investments.      For  the 


accounting  and  reporting   functions,    as  well  as   I   nerved, as 
Fccrotary   of   the  Board  of  Directors  and  Fxecutivo  Coirunittee,-  .... 
and  for  a  part  of   that   tJ-Tie   as   an   >dvi£ory  Member  of  the  Board*. 


Q.  V'hat  types   of  ccv.n  i  ttccjs  vsrc   f.?.tablir.hr:d  at  the 

23    jl    Pnnk   that  ycu   vrre   either   a  raenber  of,   or  Secretary   to,    Mr. 

li 
2A    '•    Dickson? 

■i  ' 

:5    !•  \  Well,    bt-^idas    the  Executive   Corrrittce    -- 
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PAGi;       3 

,    jj  a  Could  you   tell  —  ~! 

'i  •    .  I 

2  ii  ?'F..  SERIKO:   Strike  that.  j 

3  i;  CY  MR.  33Ri::0: 

4  i|  Ql  Starting   in,    say  7r:r^r\:nn/  o^  1^11,    could  you   tell 

c    i!  vho  were  the  me-nbers  of  that  Executive  Cofw^ittee?     Do  you  have 

i!  ■ 

5  j   any  recollection? 

i! 

7    'I  ?L  T  don't  remeinbrr  all   of   thern;      T   coulr?  resnember  a   few 

li 

g    |»   naircs  but  I   don't  remenber  all  of  them. 

,i 

9  j!      Q.         VTho  do  you  recall  being  xnerLers? 

10  K         I   think  one  that  would  be  probably  throughout  that 

11  I   period  was  —  beside  the  chief  executive  officer  at  the  Bank 
■ 
2 

12  •  —  Harold  Erockey.   Probably  for  most  of  that  period,  Alvin 

i   Gates.   And  I  really  am  not  sure  hovr  many,  because  there  were- 

14  I   some  rotation  changes. 

15  *      ft    l^at  was  the  function  of  the  Executive  Coimnittee,  Mr. 

a 

16  z  Dickson? 
S 

z 

17  2      A.    The  Executive  Conmittee,  under  the  By-Laws  of  the 

18  ..  Bank,  had  the  jxwer  and  responsibility  for  conducting  the 

19  I  affairs  of  the  Bank  in  the  interim  beti^een  the  Board  meetings, 

20  i:      0    ^nd  you  were  what,  on  that  Committee?  You  were  the  •'• 

I! 


21  A.  I  was   Secretary  of  the  Con-nittee.      Hot  a   voting  mem*- 

23  [  ber  of  the  Cotmittee. 

24  Ct  ^ny  other   conmj  ttees    that  you  were  a  menber  of? 

:'  i 

25  '      K         Not  of  the  Board  of  Directors.   No  other  committees 
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PACE       ^ 


!f  !:Jict  Hoaiil  of  Dirt"»ctc»rs., 

2  ij  ?.         V/?re  yc»i  also  r?cjrrf*tsrv  of  th»  Boar*?  of  Directors? 

3  •'  tu         J  "c  alro  5?acr'>tnrv  of  th'?  Board  of  Directorsv.            ^ 

li  ■     '^ 

4  1!  p         V/hat  specific  line  functions   did  you  have  In  the- 


5  I    n^nk  :.n  your  capacity   ^^  Conptroller  of  the  Bank?  j    . 

6  K         V?ell,   as  I  rontioHc-'H,    the  investment  portfolio! -^the 

7  tax  planning;    the  responsibility  of  trying  to  »raintain   lic«ii^- 
i 
j    ity.     Trying  to  Fee  th^t  the  Boarcl  laenbers  ipade  certain  re- 

I   ports,    like  the  CC-903029,   ar.d  that  sort  of  thing.     Just  re- 

10  minding  them   to  reoort  changes   in  o«/nershin   In  the  Bank  ?to«d:. 

11  ^   I  sort  o5  had  the  cer.tral  resr.crcibility   for  the  Comptroller's 
I 

12  ^   »«anu2l;   k€»eping   it  up  to  date.      I   think   T  «ss  one  of  the  few 

r    that  tried  to  keen   it  iir  to  date,    and  I  don't  know  whether  — 
M   ^   and  a?.ong  v;lth   t>.at  I  v/a"   in  charge,   hei  the  overall  respon- 

X 

15  4   sihility   for  the  General   Accounting,  v»hich  iJid  the  Call   Reports 

16  5   and  the  various  other  rsrx>rt3;   Annual  ?leport.      I  certified  the 

o 
z 
< 

17  S    y^nnual  "eport,   before  vs  got  into  the  matter  of  public 

18  I    accountant's  certification. 
(JL         Did  you  have  any  responsibility  over  correspondent     w 

bank  buninosi*? 

K         During  a  neriod  of  that  ti.tte  I  was  responsible  also 
for   Lho  gr>ncral  oprrationn   and   in  rnspect  to  the  correspondfsnt 


\f 


23    i    b.in'cs    rry  only   real   concern  and  activity  '.'as   the  service  that  vf 

jl 
-5    ;■    r33n2ct  to  ^c.fr::or>oincT  of   -,ecurities   in   the  portfolio,   which 
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.  jl  were  largely  naintained  in  New  York  for  the  ease  of  exchancjes 
and  also  for  the  pledges  of  public  funds,  and  that  type  of 
thing . 

0.    When  you  say  vou  were  concerned  about  the  services 

-  ■■•1 
you  obtained  — 

K  Yes;  largely  in  the  natter  of  clearance  of  checks:.  .  '!" 
and  getting  proper  credit,  and  also  —  there  ware  many  problems 
in  that  area  from  time  to  tine. 

(I    Let*s,  if  I  may,  draw  your  attention  to  the  period  of 


2  i 

3 

4 
5 
6 
7 
8 
9 


10 


tine  February,  1975,  if  I  nay.   I  know  you  don't  have  any  docu- 
jj  f  ments  here  with  you  today,  Kir.  Dickson,  and  you  are  responding 
,2  S  pursuant  to  ray  telephone  call  of  yesterday  asking  you  to  appear 
z  so  you  certainly  caxne  without  any  inf omation  that  could  ref  res  i 

5 

14  '  your  recollection.  I  will  try  to  refresh  your  recollection  as 

5 

15  J  best  I  can.  During  that  period,  starting  in  February  of  1975, 

o 

1^  I  did  you  have  any  discussions  with  any  New  York  banks  concerning 

8 

z 

17  m   the  services  that  you  were  obtaining,  as  to  whether  they  were 


good,  bad,  or  indifferent;  if  you  can  recall? 

JL    I  can't  recall  any  specific  instances.   I  know  there 
was  a  general  at:nosphere  that  had  prevailed  for  several  years, 
and  we  had  nade  —  1  don't  know  whether  you  care  about  the 
names  of  the  other  Banks  or  not  —  but  ve  always  had  a  bank-to- 
bank  relationship  in  New  York.   Just  to  be  brief  about  it.  at 
one  tine  Chase  was  our  main  correspondent.  V7e  had  conanunica- 
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!i    the  area  of  clearing  s-scurity  transactions  and  getting  assign- 


2  ij   wents,    so  it  './as  nuggest«?d,   and  1  don't   renieraber   at  what   tiire, 

3  '    that  National  City  —  First   National  City  vould  probably   do  a 

4  ;i   better  job,   so  w&  r.oved  everything  tc  First  National  City.  .  Af. 
Connuni cations  problems  oersisted,     alona  with  ;cxs  insoliabl»'* 

1   problems   that  appeared    to  be  with  rsspect  to  sore  of  tho  ^claaxr 


9 


ing  items;   lost  cash,   letters,   items  charged  back  to  us  that 
weren't  ours. 

(jL         When  was  that,   ^r.   Dickson? 


10  ft.         This  vas  along   in  the  period  of  lata   '74  and  early 

o 

11  I  'YS.   The  ndddle  —   I  think  probably  over  the  period  of  about 
I 

12  ■  two  years;  probably  '74,  '75;  right  in  that  period.   And  so  It 

5  was  then  suggested  that  ve  inight  want  to  do  business  with 
14  V  Manufacturers  Hanover,  and  they  sent  representatives  down  and 


15  d  discussed  their  services  and  vhat  tliey  could  for  us  in  various  | 

m 

16  z  areas,  and  we  did  open  an  account  end  transferred  our  —  all 

o 

z 

17  s  of  oxir  main  ocrrespondent  activities  to  them. 


18 
19 
20 
21 
22 
23 
24 


Ci  If  you  can  recall,  r.r.  Dichson  —  I  will  try  to  re- 
fresh your  recollection  —  the  account  at  Manufacturers  Haziovex 
was  opened  on  about  April  29th,  1975,  and  I  will  show- you  %^at 
we  will  narh -as  CC-1,  if  we  nay;  which  is  a  ledger  sheet.  - 

This  is  a  record  obtained  fron:  z.hc   National  lank  of 
Georgia.   Can  you  identify  that  document? 


(The  document  referred  to  was 
marked  Exhibit  CC-1  for  identi- 
fication.) 


I 
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.^    '"^ell/  it  apr>j»ar3  to  be  the  general  ledger  sheet  re- 
ferring to  V.anuf3cturcrs  Harcvar  Trust  Company  accov.rt. 
3  :      Q  ^r\d   that  reflects  a  f3?rosit,  Joes  it  ---  What  does 


4 


i!  that  ref  l3Ct  as  the  firnt  an  try  or.  t^at  shaet? 

ii 


5  1       K         W*?ll,  it  roflGcts  a  halarcc  Df  S250,OCf;  as  of  April 


6  I 
7 
8 
9 


29,  1975;  that  appearing  to  be  the  first  entry  on  that  sheet. 


0  Okay-  Do  you  recall,  Mr.  Dickson,  vrho  decided  that 
Manufacturers  Hanover  should  be  a  depository  of  National  Dank 
of  Georgia? 


10        K         So  for  as  I  hny.-t ,   the  Chief  Executive  Officer, 


14  ^  Ci 

15  «  A.         I   frankly  don't  knew  . 

o 

16  z  0  1  would  like  to  show  you  what  T  will  rsark,   nc./,   as 
8 

z 

17  s  CC-2,  which  is  —  if  you  can  identify  that  docimentr  please. 

18  (The  document  referred  to  was 

marked  Exhibit  CX:-2  for  identi- 
fication.) 


19 

20 

21 

22 

23  i 

24 

25 


K  This  is  the  Minutes  of  the  organization  meeting  of 
the  Board  of  Directors  of  the  Tiational  Bank  of  Georgia  March 
12,  1075. 

0    Is  this  a  neeting  which  is  held  annually,  Mr.  Dickson? 

A.    Yea.  j 

(I  ?Vnd  is   one  of  ths  function*!   ir  that  meeting  to  r.aine 
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the  authorized,  depositories  of  the  Bank? 

A.    Correct, 

p  "*ould  vou  l«>5>    in   th«»rc-  ar.cl  see  if,    ir.  fact,   de— 

P03itories  were  rawed?  :•  =    r^'J*  1'^ 

\         Yes;   they  were.  .,    .'^iiV: 

■•■    '  -'-ii.'' 

0    Do  you  have  any  personal  recollection  of  that  nseefc- •,' 
ing,  other  than  the  -•- 

m.    SE}RK«):   StriV/5  that. 
BY  MK.  SE^.INO: 


10  0    Were  you  present  at  th-at  u^-ating? 

11  c      A.    The  record  indicates  I  va? ,  and  this  appears  to  be 
I 

12  *  my  signature. 

5      CL    Do  you  have  any  independent  recollection  of  the  fact 

14  I   that  you  discussed  the  depositories  at  that  particular  meeting? 

15  «      A.    No;  I  don*t,  and  as  far  as  I  recall  there  vas  no 

o 

16  5  ar^plification  of  the  instructions.     This  was  .\   fonsal,   Anr.ual 
S 

X 

17  S  Meeting  at  vhich  these  resolutions  and  certain  other  natters 


18 
19 
20 
21 
22 
23 
24 


were  reaffirmed  and  readopted. 

CL  I  would  like   to  now  shov  you  a  document  that  I  will 

■^\    '"■'■'■'^ 

nark  as  CC-3  and  ask  you  if  vou  can  identify  this  document.' 

(The  document  referred  to  was    f  '■ 
narked  Exhibit  CC-3  for  identi- 
fication.) 

!      A.    Tt's  t\\(.-     'inutes  of  the  meeting  of  the  Executive 

I  I 

i  Comnirtoe  of  the  fational  rani:  of  Georgia  or.  ray  12,  197S. 

I 

I  0  rvj  you   recall    that  p».rticular  ir.eeting,   Mr.    riciVron? 
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Pi.  Nc  r;3r5>   th:in  -.-h^.t   sr?ro?.rs    in   tbr-.   rec:orc!,   hore, 

r.  0>:i\y.      It  arr'i-:rs   in   the  rec:orc,    doe-s  it  not,    thst  at 

that   roint   in   tlr.c    -—  ;%h£it   does   it  sav?      "At  the  request  of 
manaaement    --' 

A.  "At   the   requ-.:5t  of  iaar.£!cer.'o:!t    f.Vci  ^'lenufacturers    .• 

Kanov€r  Trust   cf   !4c-w  YorV.  City  vas  cseGignat«ta   an  approved  de-f 
pository  of   the-  nar.V.  snc!  ths   re.quisite  officrrrs  were  authorized 
and  dir€:cted  to  cxfccute  the   5ocur:2;nt   raruirtd  to  cff€:ctuate 
thi-j   relationship. " 


10  0  ^o  V'^u  have   sny  v*^'^-'^?^*^    r&ccllostion  of  that  pre- 

2 

11  ^  sent nt ion   to  the  i:>:ecutive  Conrvittee? 

I 

12  *  A.  7   can*t  say  that  I   recall,   unless  I  had  been  reminded 

=  or  Dv  recollection  had  been   rencv-ed  here*.      I  v/oulc'n't  recall 

o 

14  ^  by  any   specific  date. 

4 

15  d      Q    For  some  reason,  >:r.  nickson,  the  records  of  the 

o 

m 

3 

16  z  National  Bank  of  Georgia  reflect  that  the  account  was  opened 

o 
z 

17  s  on  April  20,    1975,  with  a  docosit  of  $250,000  through  thJs 


18 
19 
20 
21 
22 
23 
24 
25 


doc\2incnt  which  wr.  have  id«r.tific:d  an   CC-1. 

A.      .    T^ight.  - 

Q.  The  recoi-ds  <it  r-anufacturors  Hanover  reflect  that:  V, 
the  account  opered  on  approxlristely  May  8,  1975.  Do  you  have*^' 
any   c^xplar.ation    for    the:t    sit.uation? 

.\  7.  have  no  oynlanittion.      I  have    r^or.tv  cpftculation. 

0  I'ihT.t   is  your   spoculaticn? 

\  Vy   speoulr.lioM    ic   th-^t    n   cl'orV   ^ras    i'-sued,    possibly 


J 
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1  •    cn  the  Federal  Pascrve  Bank,   for  $250,000,    ai-c'.  it  had  to  be 
•i 

2  ij    rntercd  sorsfivhiire  cn  tho  V>ank»s  boDks,    and  that  check  vas  ^iver 
i: 

3  I    to  sci'-cbody,   possibly  ever,  nyself ,   and  transniitted  to  the  Bank^^ 

j:  •    •  ■■'!■        -C 

4  |i    through   the  mails,   probably  —     They  n'ay  have  even  picked  t,t  \ 

when  they  were  th^ire,   since  there  is   sot*-  Intp-rim  f^eriod^::  andL^^» 


S 
6 

7 
I 

8 


9 


not  recorded  on  their  book35   until   soi^e  days  later-  "     •    '•'  »^'4^ 

{X  Is  that  the  normal  vay  of  opening   an  accoant,    through 

check,   or  do  you  sar.etir.es  vira  a   tranafc-r?     T^.at  is   the  norsal 

way  of  doinor  it? 


10  A.         Of  the  number  of   accounts   t>.at  I  'lave  hancilec  over 

11  p   the  years,    it  is  nore  common  to  send  a  check  for  the  initial 
I 

12  5  <3eposit,   just  to  establish  the  account,   and  then>   of  course, 

I  wire  transfers  iray-  ha  coining   along   later  to  tr^nnfer  balances 

14  i   from  other  banks,    and  th?»n  of  course  the  visual  transactions 

15  J   flow   through  the  channels. 

m 

16  z      9    Mr.  Dickson,  would  it  be  normal  also  for  the  account 
S 

z 

17  s  to  be  opened,  and  let's  assune  the  account  was  onene--*  on 
8   April  29,  1975-   AssTme  also  that  you  mailed  a  check  on  that 

dato.  r.       ■^"•':^ 


h.         I   didn't  necessarily  assi^re  that  I  railed  a  check,.'- 

^       •  :'■  -  'V- 

but   T   said   it   .Tight  have  bfjcn   that   vny.  *= 


(I  Right.     Would   it  bo  normal   to  do  that,   prior  to  the    ' 
•i 

:3        approval  such  as   this   in  CC-3? 

24    ;;               \  It  \yould  not  b.5   tmcoirron. 

2f                   0  Did  you  ever  bocon^  av?.rc,    durinr    the  period  ^pril  o* 
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I  I  1975  that  t*r.   Lance  waa  ns'jotiating  to  purchase  stock;  a  large 
block  of  stock;  in  National  Dank  of  Georgia? 

3  '       #"•.    There  wa.i  a  nurr.od  alonj  about  that  ti:ne  ivhen  it  was 

4  I  contenplated  that  the  T3ank  Holding  Company  laws  of  the  State  ol 

5  Georgia  niigiir  be  changed,  and  that  the  National  Bank  of  Georgia 

6  would  be  estopped,  you  might  say,  fror.  participating  in  the 

7  ;  Holding  Coirpany  because  of  its  having  a  majority  stock  owner- 

8  I  ship;  in  excess  of  25%,  as  I  recall;  and  scnie  overtures  v/ere 

9  made,  discuasions  had  with  the  representatives  of  FiR&rcial 

10  General  Eancshares,  which  was  our  majority  stockholder;  60%; 

11  »:  to  see  if  they  would  agree  to  sell  dc^^n  belox^  25%  so  that  we 
I 

12  Z   might  sake  —  participate  in  the  possible  forthcoming  Bank 

i  Holding  Cospany  arrangements;  change  in  the  law;  and  I  renieirbex 

14  >.  that  there  were  sane  discussions  of  that.   And  then  at  sanr.e 
< 

X 

15  A  point  it  becaue  apparent,  as  I  recall  sort  of  out  of  the  blue, 

m 

16  I  Financial  General  volunteered  that  they  would  entertain  an 

o 
z 

17  S   offer  for  all  of   their  stock  at  soniething  over  $7  Billion,   as  1 

18  recall   the   figure  was,   and  tliat  —    I  think  —    I'm   speculating 

19  what  their  reasons  were,   but  I   think  they  had  soir.e  heavy  debts 

20  and  they  would  just  as  soon  shed  soine  of   their  outlying  units, 

21  I  such  as  ours,    and  concentrate  in  their  home  area   in  Virginia. 

22  il  And   I   can't  recall   if  I   knew  that  l\r.  Lance  vas  personally  in- 
-3    •(  volved  except  as   a  very   interested  party  in  the  Bank's  progress 
-**   i'  ft         Were  you  ever  informed,    Mr.   Dickson,    that  the  corrcs 
-^   |:  pondenc  relationship  being   established  by  national  !;ank  of 


i! 


J 
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!  Georgia  at  Nenufacturers  Hanover  was  to  be,  in  any  way,  asso- 
ciated witli  the  fact  that  Mr.  Lance  was  borrowing  money  froQ 
that  Lank?  ...  ,i 

Jl    I  GOR't  recall  any  suc^.  ;-  ^. 

C    Do  you  recall  any  discussion  at  any  of  these,  elthm.^ 
the  Executive  Coaacittes  meeting,  the  ona  1  have  shown  y6o*fiu^s 'f 
at  any  subsequent  meetings  where  Mr.  Lance  informed  the  Board 
that  he  was  borrowing  froa  — 

KR.   SERINO:  Let  me  strike  tiiat  question. 


10  BY  K?..  SERIKO: 

S 

11  p      Q.         Do  you  have  any  recollection,  Mr.  Dickson,  that  at 
I 

12  Z   the  tirpe  the  Executive  Cornmittee  met  on  May  8,  1975  that  Mr. 

s  Lance  informed  the  CoYimittee  at  that  time  that  he  also  was 

14  ►  borrowing  frora  Manulactarers  Hanover? 

I 

15  «     A.    No,  air;  I  don't  recall  that  as  having  been  stated. 

8 

16  I  gi         Do  you  recall  how  it  was  decided  to  deposit  $250,000 

z 

17  S  at  Manufacturers  Hanover  — 


MR.  P?ANK:   "Bob, '  I  think  Mr.  Dickson  was  going  to 

add  sontething  else  to  the  last  question.         '  '  T 

THE  WITNESS:   What  was  that?  That  was  in  respect.  ■  }' 


with  Kr.  Lance  saying  he  was  going  to  borrow  money?   •  ' 
XR.  SERIWO:  Let  ir.<  riphrass  the  question.  I  think 

the  questions  was: 

|i 
-•*  i  BY  :*?..    SERIHOt 

•I 
-*•   ji  Qi  Did  Mr.   Lance  indicate  to  anybody  at  the  May   Scli 
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Executive  CoTurittec  inc^'tinQ   -^- 

A.  May  12th. 

C.  I'm  sorry.      (Contir.uing)    — "'ly   l?.th  V'yecutive  Comniittjee 

neeting,   that  he  vas   borrowing  money   frora  !-'anufacturers  Hanovex? 

A.         No.      Kot  th«t  I   recall.      I   think  I  nay  have  been 
thinking  that  at  son^e  point  along   the   line  T  v;as   avare  of  it,-.   • 
but  I  don't  recenber  that  it  was  at  any  —   at  which  meeting, 
if  any,   that  it  was  ms.c*e  avare  —      I  brlievs   the  first  I   knew 
that  he  vas  borrovin7  the  yrone*/  "^as   just  v/han  thn  thing  was 

10  there   to  be  closed.      The  various   Oirector.^  were  offered  oppor- 

o 

11  *  tunities  to  bu^'  shares  and  —  T  don't  think  I  really  knew  what 

o 

12  ■   his   financial  arrangements  were  until  it  came  dcwn   to  the  wire. 
5  C^  For  your  information,   Mr.   Dickson,    I   think  vre  have  a 

14  I    form  being  subirdttcsd  to  the  Executive  Ccr.Tiittee  on  July  7, 

< 

15  I   1975  by  Mr.   Lance  reflecting  that  he  had  borrowed  on  June   30, 

o 

16  I    1975. 
8 


17   S  A.  Yes. 


18 
19 
20 
21 
22 
23 
24 
25 


Qi    Would  that  have  been  your  first  knowledge  of  that? 
A.    V7ell,  I  was  involved  in  getting  the  paperwork,  and 

that  sort  of  thing,  in  the  Board  roon  the  day  that  the.  trans^*-' 

'     ■•  .♦." 
action  was  closed,  and  trying  to  see  that  the  shares  s\3bscribe< 

for  added  up  to  those  p.vailehle.  ^nd   that  tyne  thing,  so  —  and 

the  Manufacturers,  I  was  aware,  too  —  in  fact  I  think  I  did 

—  1  had  some  of  the  teler^hone  r:orvorr?.tion  telling  Manufacturers 

Hanover  that  certain  shares  had  been  iz^ucd.   in  the  nar.ie  of  Lance 

! 
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M 

3 
4 
5 
6 
7 
8 
9 


ari'l  Le-tielle,    I  b(slieve;   boch;   and  that   tliey  were  there  and  they 
v;ore  being  transmittsi  to  then:  as  collateral  for  the  loan,   and 
J:   thor/   CO  lid  close  tha  loan,   and  to  r>ake  a  wire  transfer  to 

Financial  General,   to  their  account,   jsomewhars.      Co  chat.wa^if 

£u:out  tha  extent    cC  ny  acquaintance  witli  it,  and  it  was  Just -jA.y 

■  r-  "t'd  ^ 
about  doun  to  the  wire  at  that  point.      In  fact  it  W£i3  tha  <fifty^;l^ 

* »-  • 

of:  the  closincj.   I  nay  have  been  aware  some  days  before,  but  I 

wasn't,  you  knov  —  I  just  v/asn*t  in  on  the  deal,  so  to  speak. 

Ql    Do  you  have  any  recollection  of  how. the  figure 


^^       $250,000  to  ba  cleposited  at  Manufacturers  Hanover  was  arrived 

>l  t  at? 

S 

'2   u  A.         I  don't  reneinber  precisely.      More  than  likely  I   asked 

5  'ir.   Lance  hoi-/  much  he  wanted  to  start  it  with.      He  probably 
*^    t  told  ne  $250,000. 

4 

Z 

^^  S      QL    The  records,  if  you  look  at  CC-1,  indicate  that. the 

3  I 

^^  S  accounts  grew  significantly  in  balances  and  as  of  June  27,  1975 

z 

*^  •  in  fact,  the  balance  was  $931,858.79.   Do  you  have  any  idea 
v;hat  caused  this  increase  in  the  size  of  that  particular 


account?  '    " :"  -  -vj 

.-   -^ 

•  ?> 

A.    Well,  it  appears  --  and  I'm  really  soeculating  at  .  «** 

■  '  ii 

this  point,  not  h=iving  had  any  opportunity  to  check  the  records 
—  that  right  as  of  iiay  20tli,  cr  at  so.v.o  ix)int  there  —  very 
near  there,  and  iimediately ,  June  5,  6  and  so  on,  that  we 

l!  1 

start€»d   transmitting   ca^n   Icitter^,   and  of  course  .drawing  doi^n      j 

I  i 

I  balances.   Tha  debits  to  tho  account  ^.-ere  odd  amounts,  for  the 
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nost  Dart,  and  the  crocits  were  even  anounts,  representing 
their  transfer  for  our  collected  funds. 

Q.  But  it  clearly  indicates  that  the  account  balance 

was  increasing,  so  that  it  appear?  that  there  was  a  conscious 
decision  by  someone  in  the  National  Bank  of  Georgia  to  signi- 
ficantly increase  the  balances  of  li'BC  at  Manufacturers  Kanoyerr 
is  that  correct? 

K         VJell ,  only  to  the  extent  that  this  was  taking  the 
place  of  a  previous  banking  relationship,  and  these  exact  same 


10  totals  would  undoubtedly  have  gone  to  this  other  account,  had 

n  P  it  continued  active,  so  it  was  just  a  natural  turn  of  events. 

I 
12  "      QL    Were  you  aware,  in  fact,  that  the  balances  were  being 

?  shifted  from  one  bank  to  Manufacturers  Hanover? 

14  i      A.    Yes. 

15  d      0    Did  you  discuss  that  with  anyone  at  the  Bank? 

16  z      A.    None  other  than  when  it  was  determined  that  we  were 

X 

17  s  going  to  do  business  —  have  our  main  account  in  New  York 


18 
19 
20 
21 
22 

:3 

24 
25 


with  Manufacturers.   That  that  would  be  the  Bank  through  which 
we  would  send  out  clearing's,  rather  than  the  other  Bank. 

Ct    Was  that  decision,  by  anv  chance,  influenced,  as  far 
as  your  own  oersonal  knov;ledge  is  concerned,  by  the  fact  that 
Mr.  Lance  was  borrowing  money  from  Manufacturers  Hanover? 

A.    Not  that  I  was  aware  of. 

Cl    Could  you  repeat,  if  you  will,  your  explanation  for 
why  you  believe  the  National  iJank  of  Georgia  transferred  its 
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PAGE      16 
I    1:   account"  from  Citibank  to  I-lanufacturer?  Hanover  Trust? 

|i 

:    j!  A.         My  recollection  f»bout  the  initiation  of-  that  chancre 

i 

3  Ij   55oens   to  HP  to  r.ten  fron  th»  fact  that  Kr,  Lance«    in  his  prt*- 

4  vions  other  banking  connections,    had  had  noine  business  vdtb:     *yt^ 

•13-  .;^^ 

5  ranufnctur«rs  which  hn  thought  w<\s  more  oatisf  actori''  than,  oiei}^ 

6  service  we  wi:re  getting  from  our  then  New  Yorh  major  Bank,   i:      ^ 

7  and  felt  that  they  could  do  a  better  job  for  us.     That's  my 
recollection  of  tho  way  it  started. 

0  Pi  a  you  ever  hear  anybody  auogest,   Mr.  Dickson,    that 

10  Mr.   J.«nce  vas  rcyjulred  to  maintain  a  ceispennating  balance  of 

o 

11  '  20%  of  the  amount  of  his  loan  at-  the  ?*ar.ufactiirerc  H^ncver? 
I 

12  *      A.    I  never  heard  any  euch  statement  rade. 

I      0    In  your  evaluation  of  the  account  — 
a 

14  i  MR.    SEr^INO:      Strike  that. 

15  *  nv  MP,    5FRIN0: 

o 

16  5  0         Did  you  e'/er  evaluate  the  balancco  that  >?BC  n-aln- 

o 

z 

17  S   tained  at  Manufacturers  Hanover  to  as.«ure  yourself  thxt  tliey 

18  v;ere  reasonable,   zudh.  that  you  would  be  effectively  enploying 

19  your   funds?  v  '  >  ^->  ■ 

-.%*•       .  .-    --%. 

20  JL  I   don't  recall   that  I  made  any  deep  analysis,      1  vast; 

r        \  *'"":' i^-\ 

\    * 

21  5cparctc>{!  ccTrcf/hat  fror  tho.  lending  function  and   tho  activitlcia 

22  '  that  v/e~t  or.  tlieirc  in  the  s-ay  of  participation:;  laid  off,  over 
-3  ;  lines,  and  so  forth,  to  the  Mew  York  banks  varied  from  time  to 
2-»    '    tine,    an*?   .is    2   rui«  vhen,   of   ro:;r-<5,  we   lair!  off-  p.»rticlpations! 

i.  1 

->    I   v*^   !:af"   tr:  2j:^v1 'le   co/t-^ir  r?on;:o.v'.^r.in'i;  balance"   ov.  V>e!iAir  oT 
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the  Bank  far  the*?.:   participations,    and  just   a*   a  general   r:il€      j 
I  had  a  list  of  what  I   callsj?  basic  balsnc^^,    and  I  90 1  reports^ 
frequent  reT?crts,   so   that  I   could   ccr^oi»r^   the  basic  balance 
which  was  considered  appropriate,   not  only   from  our  standpoint , 
but  also  from  the  st^indpoint  of  tha  othrjr  bank,    to  keep  cur,      -^ 
balance  at  what  level  it  was   3i!opo3.«d  to  ho  keot,   and  I  would    . 
watch  the  actual  collecting  balance  versiis  the;   so-called  base 
balance  and  -•   I'rr   sure  this  was  one  of  those,    and  I  don't  rfr- 
reember  what  the  figure  was.     '-Je  would  never  let  it  get  too  badllr 


10  out  of  lin*  because  we  wanted  to  wake  the  !P.ost  usage  of  our 

S 

11  p  ncnsys, 

I 

12  *      Ql    Did  you  by  chance  ever  receive  from  Manufacturers 

i  Hanover  Trust  Company  a  monthly  balance  analysis  that  they 

14  >.  would  produce  on  reflecting  the  cost  fro?"  yo'jr  account? 
5 

15  *      K         1   can't  recall  any  specific  one  that  I  received,  be 

o 

S 

16  5  cause  we  did  receive,    froir.  ntost  of  our  correspondent  banks   from 
0 

z 

17  S  time  to  time,  these  analysis  reports. 

18  QL    Let  roe  show  you,  if  T  nay,  CC-4,  which  is  a  Balance 
Analysis  dated  January,  1977,  produced  by  the  Manufacturers 
Hanover  Trust  Company.   Do  you  recall  ever  seeing  either  that 
—  that  type  of  document? 

JL    Well,  of  course  T  have  seen  this  type  of  document  on 
various  accounts.   1  don't  recall  ever  having  seen  this  particu 
lar  format,  ever,  and  this  of  M?'-.ufacturers  —   This  is  the 


.  first  of  this  fona  I  have  ever  seen. 
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, ._ _ i^^ie... 

•  ;j  (The  riociment  heretofore  referred 

to  was  narked  Exhibit  CC-4  for 
identification.) 


BY  IT .  SFPIMO • 

C  If   I  may  just  visit  vrith  you  for  a  laoment  otttai«fc;Tji'?^ 

•   particular  docur.er.t,    and  take  it  through.  »' I*    i^ ' 

'  ••*..-*£ 

I  K         Sure.  ••vj-'T 

Q  It  indicates,   does  it  not  —  vo're  looking   at  the 

January,    '77  account  --it  indicates  that  the  average  ^ross 
I   balance  is   $783,078.     My  understanding  that  is  the  figure,   the 

average  for  the  ronth.     What  the  BarJc  then  does   is  subtract 

i» 

T 

H  t  froir  that  figure  the  costs  for  services,  vhich  are  listed  in 

o 

^-   u  the   left-hand  columns  of  that  docisp.ent,   and  comes  up  vith  — 

q  th»t  cones  out  to  be  — 

«^    ' 

'^   ii  yn*   SERI^r):     Just  one  second   (referring  to  document). 

X 

^5   ;  fli  (continuing)      The   figure  then  coires  out  to  be  a  total 

D 

*6  I  as  far  as  the  —  after  taking  into  account  the  float  —  cones 

X 

*^  S  out  to  an  average  collected  balance  of  $968,054.   From  that. 


18 
19 
20 
21 
22 


Manufacturers  then  subtracts,  does  it  not,  the  costs  for  var^ 

ious  services  listed  here  on  the  left?  ,     n  *  • --  '  . 
A.    Right.  -l;  :  i^'*^- •  Ji 

Ql    And  cones  up  with  balances  available  for  loans  and  *' 
other  services. 


^^   i;  A.         «»icht. 


24 


(\  That  corres  out   to   1 59?, 641. 


-5    ':  A.  Piuht. 
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1  I  0     »'ow  if  you  will  look  on  the  rxcht-hand  colurrjin,  it   j 

2  indicates  account  history,  and  has  three  columns;  the  date, 

3  j  average  gross  balance,  average  coll  re  te**  balc"»nce,  and  a  coluian 

4  which  reads  "Available  for  loans  and  other  services.**   My 

5  understanding,  Mr.  Dickson,  is  "Available  for  loans  an  d  6the4 

6  services"  are  those  funds  vhich  are  left  after  subtracting  the, 

7  costs,  which  are  itemized. 

8  (Witness  nodded  affirmatively.) 

9  P    Therefore,  giving  the  f^anuf acturers  Hanover  the  use 

10  of  those  funds  for  investment  purposes,  or  otherwise, 

11  i  A.    Provided  they  did  not  furnish  other  services  than 

o 

12  *   those  itfunized  on  this   statement. 

i  Q.         That's  correct.      That's   exactly   correct. 

14  i      A.    Yes. 

i 

15  «      0.    Now  in  evaluating,  from  the  National  Bank  of  Georgia*|s 

m 

9 

16  z  Standpoint,  would  you  be  looking  at  that  particular  figure, 
8 

z 

17  S  "Available  for  loans  and  other  services,"  to  determine  v/hether 


18 
19 
20 
21 
22 
23 
24 
25 


in  fact  you  were  putting  too  much  money  in  Manufacturers 
Kanover  •  s  account?  .  ,' 

A.    Well,  that  —  Yes;  that  could  be  the  basis  from 
which  to  begin  to  analyze  the  account.   As  to  profitability 
to  then. 

Q.  Yes.   Do  you  recall  doing  any  of  that  evaluation 

of  that  particular  account  while  it  existed? 

K  >k>t  of  that  particular  account,  or  —  except  fron 


lL_. 
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PAGE   20 

I  !|  just  the  standpoint  of  having  knoRurn  what  w^s  required  from  tiric 

I' 
:  !|  to  tin'.e  in  other  accounts  of  a  similar  nature.   Z  never  made 

i 


any  --  This  is,  as  I  said  —  I  have  never  seen  this  type  repoztt 


i  on  this  account.  .^vi 


Ql    Okay.  Do  you  recall 


,  Mr.  Dickson,  ever  beingt  in-^V'.'C ' 


s  !  formed  on  a  daily  basis  as  to  what  balances  were  being  main-  .\-rJ 


tained  at  the  Manufacturers  Dank? 

A.    No.  Because,  as  I  said,  we  tried  to  have  a  base  bal- 
ance in  each  account  and  daily,  if  the  collected  balance  in 


0  that  account,  according  to  our  records,  exceeded  the  base,  we 

1  p  either  drew  it  down,  or  in  soine  cases  we  had  an  arranaenent 

m 

2  *  with  the  Bank,  where  they  would  automatically  transfer  that 
s  excess  to  Federal  Reserve  and  notify  us  how  much. 

4  ,.      C^    In  the  establishment  of  this  correspondent  account 

s  «  do  you  have  any  recollection  whatsoever  that  it  may  have  been 

o 

9 

6  z  tied  to  a  loan  being  made  by  Mr.  Lance? 
S 

z 

7  s      A.    None  whatsoever. 

8  0-    And  your  testimony  here  today  is,  your  recollection 

9  was,  it  was  strictly  a  business  purpose  and  a  business  decision 

0  made  by  the  Dank  to  transfer  funds  from  Citibank  to  Ma  mfactur«|r 

1  is  that  correct? 

2  M      K         Correct. 

3  •  MR.  SKRINO:   Do  you  have  anything  to  add  to  your 
*  j;      testimony  here  today,  Mr.  Dickson,  that  might  be  helpful 
^   j;      to  us  in  our  review  of  this  trannaction? 


J 
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';  THZ  iMrN^TSS:       T    rtor't   ht?.lisv€r    so. 

jl 

I!  MP.    ?r?ir!0:      Thr^nV.   ycu  \Tr^'   rue!:. 


l-ACK        21 


3    ;i  (.'>:n"?ir.?tioR  concliidrd. ) 

.1 

4 

5 


CFRTIFICATE 


FTJLTOM   COUNTY         ) 

) 

C      E  O    R   G   I    A      ) 

I,  W.  F.  Brandenburg,  a  Notary  Public  duly  commissioned 

and  qualified  in  and  for  the  State  of  Georgia  at  large,  and 

Certified  Court  Reporter  A- 20,  State  of  Georgia,  do  hereby 

„  certify  that  there  came  before  me  on  Wednesday,  August  10, 

I  1977,  at  approximately  2:00  o'clock  p.m.,  at  ^uite  2700, 

u  < 

I   Peachtree  Center  Cain  Ttr-er,  229  Peachtree,  N.E.,  Atlanta. 
•  i 
^  Georgia,  the  following  naned  person,  to  wit:  JAMES  HILL 

5  DICKSOK,  JR.,  who  was  by  Mr.  Lou  Prank,  Senior  National  Bank 

15  « 
g  Examiner  and  Deputy  Regional  Administrator  of  National 

16  g 
I  Banks,  Atlanta,  Georgia,  duiv  sworn  to  testify  to  the  truth 

17  S 

and  nothing  but  the  truth  of  his  knowledge  touching  and  concernkm 

18 

19 
20 
2] 
22 

23  i' 

ii 

24  ji 


the  matters  herein;  that  the  foregoing  is  a  true  record  of  the 
testimony  given  by  the  witness.  '   i.  .,   V*  •  ' 

VJ .  F .  ' BRANDENBURG,  Noti%  Publid, 


cvn,  ax,  KM,  ccr  r-20v/csR. 
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